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Mr. GeorGe, from the Committee on Finance, submitted the following 


SUPPLEMENTAL REPORT 


[To accompany H. R 1473] 


DETAILED DISCUSSION OF THE TECHNICAL 
PROVISIONS OF THE BILL 


TITLE I—INCREASE IN INCOME TAX RATES 


Part I—INpIvipvuAL INcoME TAXES 
SECTION 101. INCREASE IN SURTAX FOR 1951, 1952, 
AND 1953 


Subsection (a) of section 101 of the bill amends section 12 (b) of the 
code, relating to rates of surtax, to impose a tax increase with respect 
to individuals having as a taxable year the calendar year 1951, and to 
impose a further increase with respect to taxable years beginning after 
October 31, 1951, and before January 1, 1954. In the case of taxable 
years beginning after October 31, 1951, and before January 1, 1954, 
the increase provided is approximately 11 percent of tax liability 
under present rates or 8 percent of surtax net income after present 
taxes, whichever is lesser. In the case of the calendar year 1951, 
since the increase in rates is not to be effective until November 1, 
1951, the increase provided is in the same proportion to the increase 
for a full taxable year as the number of calendar months after Octo- 
ber 31, 1951, bears to the 12 calendar months in 1951, that is, an 
increase of approximately one-sixth of 11 percent of present tax lia- 
bility, or one-sixth of 8 percent of surtax net income after present 
taxes, whichever is lesser. The amendment of section 12 (b) with 
respect to taxable vears beginning after October 31, 1951, is not 
applicable to an individual who qualifies as the head of a household, 
who will be taxed as provided by subsection (c) of se¢tion 12 


as 
amended by section 301 of the bill. 
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Paragraph (1) of subsection (b), as amended, coniaies a table 
which sets forth the increased tax for the calendar vear 1951 for each 
level of surtax net income and paragraph (2) contains a similar table 
which is applicable to taxable years beginning after October 31, 
1951, and before January 1, 1954, including the calendar years 1952 
and 1953. Paragraph (3) has a table which sets forth the rates 
applicable under present law and which will be applicable for taxable 
years beginning after December 31, 1953. The bill provides no 
increase in the rates of tax applicable to individuals in the case of a 
taxable vear ending before October 31, 1951, except in the case 
covered by section 104 of the bill of a joint return of husband and 
wife with different taxable vears because of the death of either within 
the taxable vear - n the taxable vear of the surviving spouse began 
before November 1, 1951, and ended after October 31, 1951. 

Subsection (¢ a section 101 amends section 12 (f) of the code 
relating to limitation on tax. Under paragraph (1) of subsection (f), 
as amended, it is provided that in the case of the calendar vear 1951, 
the combined normal tax and surtax shall in no event exceed 87.2 
percent of the net income for such taxable vear. Paragraph (2) 
relates to taxable years beginning after October 31, 1951, and before 
January 1, 1954, and limits the amount of the combined normal tax 
and surtax for such taxable years to 88 percent of the net income. 
Under paragraph (3), applicable to taxable vears beginning after 
December 31, 1953, the corresponding limitation is 87 percent of net 
income. 


SECTION 102. INDIVIDUALS WITH ADJUSTED GROSS 
INCOME OF LESS THAN $5,000 


Section 102 of the bill, which corresponds to the like-designated 
section of the House bill, amends section 400 of the code to provide 
three new tax tables for the use of taxpavers with adjusted gross 
income of less than $5,000. Table Lis applicable to the calendar year 
1951 and is for the use of single persons, married persons filing separate 
returns and married persons filing joint returns. Since the ote 
of title III of the bill, relating to tax treatment in the case of a head of 

it household, do not apply to the calendar year 1951, a single person 
with adjusted gross income of less than $5,000 who might for subse- 
quent vears qualify for such treatment may use this table i: 1 computing 
income liability for the calendar year 1951. Table IT applies to tax- 
able vears beginning after October 31, 1951, and before Janu: ary I, 
1954, and is for the use of single persons, married persons filing separate 
returns, married persons filing joint returns, and any single person who 


qualifies as the head of a household under title Il] of this bill. The 
increases in tax imposed by this bill are reflected in tables I and II for 
‘ach level of adjusted gross income. Table III is for the use of the 


same persons as may use table II and is applicable to taxable years 
beginning after December 31, 1953. Except for the computations 
applicable to a taxpayer who qualifies as the head of a household, the 
income tax liability reflected in table IIL for each level of adjusted 
¢ross income is the same as under the tax rates which are presently 
applicable; 
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SECTION 103. INAPPLICABILITY OF CERTAIN PENALTIES 
AND ADDITIONS TO TAX 


This section of the bill, which has no corresponding provision in the 
bill as passed by the House, amends sections 145 and 294 (d) (2 
of the code. Subsection (a) amends section 145 by redesignating the 
present subsection (f) as subsection (g) and by inserting a new sub 
section (f). The new subsection (f) makes certain penalties prescribed 
by section 145 inapplicable to a failure to take into account the in- 
creases in rates of tax imposed on individuals by this bill. Similarly, 
the sentence added by subsection (b) of this section to pars agraph (2) 
of section 294 (d) makes the provisions of such paragraph relating to 
additions to tax for substantial underestimate of tax inapplicable to 
cases where the failure to meet the prescribed requirements with 
respect to estimated tax is by reason of the increases in rates of tax 
imposed on individuals by this bill. 


SECTION 104. COMPUTATION OF TAX IN CASE 
OF CERTAIN JOINT RETURNS 


Section 104, which corresponds to section 103 of the House bill 
and is identical except for references to applicable effective dates, 
applies to the situation where a joint return of a husband and wife 
is filed under the provisions of section 51 (b) (3) of the Internal Reve- 
nue Code, the husband and the wife having different taxable vears 
because of the death of either, and the taxable vear of the surviving 
spouse covered by such joint return began before November 1, 1951, 
and ended after October 31, 1951. In Eeepec! of such a case, section 
104 provides that the amendments made by part I of title | of this 
bill, relating to income-tax rates, shall be applicab 7 to the joint return 
as if the taxable a of both spouses cove ‘red | »\ the joint return 
ended on the date of the closing of the surviving spouse’s taxable years 

Section 51 (b) (3) and (4) of the code permit the filing of a joint 
return by a surviving spouse if the taxable vears of each spouse began 
on the same day but ended on different days because of the death of 
either spouse, or both. Under the provisions of section 104, if one 
spouse dies during 1951 and the surviving spouse elects to file a joint 
return under section 51 (b) (3) of the code covering both his calendar 
vear 1951 and the taxable vear of the deceased spouse, the tax lia 
bility on the joint return will be computed at the rates applicable 
under this bill to a return for the calendar year 1951. It is immaterial, 
in such a case, whether the taxable year of the deceased spouse ended 
before or after November 1, 1951. If np taxable vear of the surviving 
spouse which began before November 1, 1951, and ended after October 
31, 1951, is not a calendar year, the tax liability on a joint return by 
the surviving spouse will be computed under the get peer of section 
108 (h) of the code (as added by sec. 131 of this bill), and the com- 
putations required therein with respect to calendar months in the 
taxable vear will be made by reference to the calendar months of the 
taxable vear of the surviving spouse. 
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SECTION 105. EFFECTIVE DATE OF PART I 


This section, which corresponds to section 104 of the House bill, 
provides that the amendments made by part I of the bill shall be 
applicable only with respect to taxable years beginning after October 
31, 1951, and to the calendar year 1951, except as provided in section 
104 of the bill. It also provides a cross reference to section 131 of 
the bill for treatment of taxable years (other than the calendar year 
1951) beginning before November 1, 1951, and ending after October 
31, 1951. The bill as passed by the House made the increases in 
individual rates provided therein applicable to taxable year beginning 
after August 31, 1951. ) 


Part II—CorRPORATION INCOME TAXES 


SECTION 121. INCREASE IN RATE OF CORPORATION 
NORMAL TAX AND SURTAX 


This section, which corresponds to section 121 of the bill as passed 
by the House, amends the corporate tax provisions to impose, in 
general, increases in tax on corporate income applicable to the calendar 
vear 1951 and to taxable years beginning after March 31, 1951, 
and before January 1, 1954. 

Subsection (a) of section 121 amends subsections (a) and (b) of 
section 13 of the code, relating to normal tax on corporations. As in 
the bill passed by the House, the amendment to subsection (a) of 
section 13 eliminates from the code provisions which are applicable to 
prior taxable vears, and retains the definitions of “adjusted gross 
income” and ‘normal tax net income” added by the Revenue Act of 
1950. The amendment to subsection (b) of section 13 increases the 
present 25-percent normal tax on corporation normal tax net income 
to 2614 percent for the calendar yg 1951, and to 27 percent for taxable 
vears beginning after March 31, 1951, and before January 1, 1954. 
For taxable years beginning ieede December 31, 1953, it is provided 
that a 25-percent rate shall be effective. 

Subsection (b) of section 121 amends subsection (a) of section 15 

to eliminate from the code provisions applicable only to prior taxable 
vears and retains the definition of “corporation surtax net income” 
added by the Revenue Act of 1950. This part of the amendment made 
Ds subsection (b) corresponds to subsection (f) (2) of section 121 of the 
bill as passed by the House. Subsection (b) also amends subsection 
(b) of section 15 to impose increases in the surtax rate on corporation 
surtax net income. For the calendar year 1951 the surtax rate Is 
increased from the present 2 2 percent to 24% percent of the cor seieaeioin 
surtax net income in excess at's $25,000, and " taxable years beginning 
after March 31, 1951, and before January 1, 1954, the increased rate 
provided is 25 percent of the corporation “nas net income in excess 
of $25,000. For taxable years beginning : after December 31, 1953, 
it is provided that the surtax rate shall be 22 percent of corporation 
surtax net income in excess of $25,000, which is the rate presently 
applicable to taxable vears beginning after June 30, 1950. 

Subsection (c) of section 121, which corresponds to subsection (b) 
of section 121 of the House bill, amends section 430 (a) of the code, 
as added by section 101 of the Excess Profits Tax Act of 1950. Section 
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430 (a) presently imposes an excess profits tax of whichever is the 
lesser of (1) 30 percent of ‘adjusted excess profits net income’”’ (as 
defined by sec. 431), or (2) an amount equal to the excess of 62 per- 
cent of the “excess profits net income”’ (as defined by see. 433) over 
the tax which would be imposed for such taxable year if the normal 
tax rate and the surtax rate applicable for the taxable year were 
applied to the corporation’s “excess profits net income”’ for the taxable 
year. The amendment made by this subsection makes the 62 percent 
ceiling rate provision of paragraph (2) of section 430 (a) (2) applicable 
only to taxable vears ending before April 1, 1951, and designates such 
provision as subparagraph (A) under paragraph (2). It also adds to 
paragraph (2) new subparagraphs (B) and (C) which provide a 
different method for computing an alternative amount of tax which 
will be the maximum tax if less than the 30 percent tax provided by 
section 430 (a) (1). Subparagraph (B), which is applicable to the 
calendar year 1951, provides that the alternative shall be an amount 
equal to 16% percent of the excess profits net income for the taxable 
year, except that such amount shall in the case of a consolidated 
return under section 141 be reduced by an amount which bears the 
same ratio (but not in excess of 100 percent) to the increase of 2 per- 
cent in the surtax imposed by reason of section 141 (c¢) as the amount 
of the consolidated excess profits net income bears to the amount of 
the consolidated corporation surtax net income. Subparagraph (C), 
which is applicable to taxable years beginning after March 31, 1951, 
provides that the alternative shall be an amount equal to 17 percent 
of excess profits net income and has the same provision as subpara- 
graph (B) in respect of the reduction of such amount in the case of a 
consolidated return. 

Subsection (d) of section 121, which corresponds to subsection (e) 
of section 121 of the bill as passed by the House, amends section 207 
(a) (1), relating to normal tax and surtax on mutual insurance com- 
panies other than life or marine, and section 207 (a) (3), relating to the 
normal tax and surtax on interinsurers and reciprocal underwriters. 
Subsection (e) of section 121, which corresponds to subsection (d) of 
section 121 of the House bill, amends section 362 (b), relating to tax 
on regulated investment companies; and subsection (f), which cor- 
responds to subsection (e) of section 121 of the bill as it passed the 
House, amends section 421 (a) (1), relating to imposition of tax on busi- 
ness income of certain section 101 organizations. The amendments 
made by these subsections reflect for each of these specialized types of 
corporations the increased normal tax and surtax rates which will be 
applicable to corporations in general under the amendments made to 
sections 13 (b) and 15 (b) by subsections (a) and (b) of this section 
of the bill. They also make provision for the rates of normal tax 
and surtax which will be applicable to such corporations for taxable 
years beginning after December 31, 1953, when the rates presently ap- 
plicable will again be in effect. It is to be noted that in the amended 
provisions relating to mutual insurance companies other than life or 
marine, to interinsurers or reciprocal underwriters, and to regulated 
investment companies, a normal tax rate and a surtax rate is pro- 
vided in each instance which will be applicable generally in computing 
the tax for taxable years which began after December 31, 1950, and 
before April 1, 1951, and which end after March 31, 1951. Thus, 
fiscal year taxpayers with a taxable year beginning on either the first 











6 REVENUE ACT OF 1951 


day of February or the first day of March 1951, will be taxed on their 
income for such taxable year on the same basis as will a calendar year 
taxpayer for its taxable year January 1 to December 31, 1951. In 
this connection, the effee ae dates for the amendments made by part 
IT of title I of the bill, as provided in section 124 of this bill, should 
also be noted. 

Subsection (g) of this section, which corresponds to subsection (f) 
of the bill as it passed the House, is a technical amendment which 
eliminates from the code, by repeal of section 14, the provisions re- 
lating to normal tax on special classes of corporations with normal 
tax net income of less than $25,000. The various alternative rates 
provided in such section were applicable only in the case of a taxable 
vear beginning before July 1, 1950. 


SECTION 122. CREDITS OF CORPORATIONS 


Subsection (a) of this section, which corresponds to the like desig- 
nated provision of the bill as passed by the House, amends section 
26 (b), relating to the credit for dividends received. The only change 
in paragraph (1) of subsection (b) is technical. Paragraph (2) 
presently provides for a credit of 59 percent of the amount received 
as dividends on the preferred stock of a public utility subject to income 
tax, in the case of taxable years beginning after June 30, 1950, and 
for a credit of 57 percent of such amount in the case of the calendar 
year 1950. As amended by subsection (a) of this section, the credit 
provided in paragraph (2) is (A) 61 percent of such amount in the case 
of the calendar year 1951, (B) 62 percent of such amount in the case 
re taxable years beginning after March 31, 1951, and before January 

1954, and (C) 59 percent of such amount for taxable years beginning 
po esas 31, 1953. The present provisions of paragraph ( 2 
which are applicable to prior taxable years are eliminated. 

Under section 26 (b) (2) of the code, as amended by the bill, the 
credit for dividends received on the preferred stock of a public utility 

limited to dividends with respect to which the credit provided in 
section 26 (h) (relating to credit for dividends paid on the preferred 
stock of a public utility) is allowable. Thus, the full 85 percent 
dividends-received credit provided in section 26 (b) (1) of the code 
will apply to dividends received with respect to which the dividends 
paid credit provided in section 26 (hb) is not allowable. 

Subsection (b) of this section, which corresponds to subsection (b) 
of section 121 of the House bill, amends the first sentence of para- 
graph (1) of section 26 (h), relating to the credit for dividends paid 
on certain preferred stock of a public utility. In its present form 
paragraph (1) provides for the credit in the case of the calendar year 
1950 and in the case of taxable years beginning after June 30, 1950. 
The amendment made by this subsection eliminates these provisions 
and makes provision in clauses designated (A), (B) and (C) for the 
credit for the calendar year 1951, for taxable years beginning after 
March 31, 1951, and before January 1, 1954, and for taxable years 
beginning after December 31, 1953. Respectively, the credits provided 
for such taxable years are an amount equal to 28 percent, 27 percent, 
and 30 percent of whichever is the lower of (1) the entire amount of 
dividends paid by the public utility during the taxable year on its 
preferred stock or (2) the excess of the public utility company’s 
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adjusted net income for the taxable year over the amount of the 
credit for dividends received determined under section 26 (b) for 
such year 

Subsection (c) of this section, which corresponds to subsection (¢) of 
section 121 of the House bill, amends section 26 (i) with respect to 
the credit allowed Western Hemisphere trade corpors itions in the 
determination of normal-tax net income and surtax net income. As 
amended, section 26 (i) provides, in the case of the calendar year 
1951, that the credit shall be 27% percent of the normal-tax net income 
computed without recard to this credit. The percentage provided is 
27 percent in the case of taxable years begining after Mareh 31, 1951, 
and before January 1, 1954, and 30 percent in the case of taxable vears 
beginning after December 31, 1953. Under the prese nt section 26 (1 
the credit is 30 percent of normal tax net income in the case of taxable 
years beginning after June 30, 1950, and 33 percent in the case of the 
calendar year 1950. The corresponding provision in the House bill 
provided for a 27 percent credit applicable to all taxable vears be- 
ginning after December 31, 1950. 


SECTION 123. FILING OF CORPORATION RETURNS FOR 
TAXABLE YEARS ENDING AFTER MARCH 31, 1951, AND 
BEFORE OCTOBER 1, 1951 


This section, which has no corresponding section in the bill as 
passed by the House and which is not amendatory of the Internal 
Revenue Code, makes provision for the case in which the return filed 
by a corporation prior to the enactment of the Revenue Act of 1951 
will be affected by the amendments made to the code by such act with 
respect to computation of tax lis sbility . It provides, in effect, that for 
taxable years which ended after March 31, 1951, but before October 1 
1951, corporations subject to income or excess profits tax shall, after 
the date of enactment of the Revenue Act of 1951, and on or before 
January 15, 1952, make and file returns for such taxable vears with 
respect to the tax oe by chapter 1 of oo Internal Revenue Code 
(as amended by this bill) for such taxable years. It is further pro 
vided that such return, so made and filed, shall constitute the return 
for such taxable year for all purposes of the code, and that any return 
for any of the specified taxable vears that may have been filed on or 
before the date of enactment of the Revenue Act of 1951 shall not be 
considered a return for such year for any of the purposes of the code 

The income or excess profits taxes se for any such taxable 
year (determined with the amendments made by the Revenue Act of 
1951) are required by the section to be paid on January 15, 1952, in 
lieu of being pi aid on ‘the date prese ribed by section 56 (a) of the code. 
The provisions of section 56 (b) of the code (relating to installment 
pavments) are, however, not affected and the taxes for the taxable 
vear required by this section of the bill to be paid on January 15, 1952, 
can, at the election of the taxpayer, be paid in four installments (first 
two installments, 30 percent of the tax, and last two installments, 20 
percent of the tax). Payments in respect of any income or excess 
profits tax for any of the specified taxable years made prior to the 
date of enactment of the Revenue Act of 1951, to the extent not 
credited or refunded, will, under the provisionsof this section, be deemed 
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to have been made at the time of the filing of the return required by the 
section on account of the tax for such taxable year determined under 
chapter 1 of the code as amended by the Revenue Act of 1941. 

In treating such taxes as paid at the time of the filing of the return 
required by this section, such payment (in the event the return is 
filed before the due date prescribed by this section) will be subject 
to the provisions of section 322 (b) (4) of the code, which section 
provides special rules applic able for certain purposes where a tax 
payment is made at the time of filing a return which is filed before 
its due date. 


SECTION 124. EFFECTIVE DATE 


This section, which corresponds to section 125 of the bill as it passed 
the House, provides in general that the amendments made by part 
II of title I of the bill, shall be applicable only with respect to taxable 
years beginning after March 31, 1951, and to taxable years beginning 
on January 1, 1951, and ending on December 31, 1951. Exceptions 
are provided in the cases of the amendments made to section 207 
(relating to certain insurance companies), to section 362 (relating to 
regulated investment companies) and to section 421 (relating to 
taxation -of business income of certain section 101 organizations), it 
being provided that such amendments shall be applicable to taxable 
years beginning after December 31, 1950, and ending after March 31, 
1951, that is, the calendar year 1951, fiscal years beginning on the 
first day of February or the first day of March 1951, and later taxable 
years. Accordingly, in the case of such taxpayers the amendments 
made by this part are not applicable to taxable years which ended 
before January 1, 1951, and fiscal taxable years which began in 1950 
and ended on the last days of January, February, or March of 1951. 
Another special provision made by the section is to the effect that in 
the case of an insurance company subject to the tax imposed by 
section 207, the provisions of section 26 (b) of the code (relating to 
the credit for dividends received) applicable to the calendar year 1951 
shall also be applicable to taxable years of such an insurance company 
beginning after December 31, 1950, and before April 1, 1951, and 
ending after March 31, 1951. 

The sections also provides a cross reference to section 131 of the 
bill for provisions with respect to taxable years beginning before 
April 1, 1951, and ending after March 31, 1951. 


Part IIIJ—FiscaLt Year TAXPAYERS 
SECTION 131. FISCAL YEAR TAXPAYERS 


This section, which corresponds to the like-designated section of 
the bill as it passed the House, amends section 108 of the code, 
relating to both corporate and individual fiscal year taxpayers, to 
provide rules for the computation of tax in the cases of fiscal years 
which cut cross one or more of the effective dates of changes in the 
provisions affecting computation of tax made by the Revenue Act 
of 1950 and the Excess Profits Tax Act of 1950, and by the provisions 
of this bill. 
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Subsection (a) of this section, which corresponds to subsection (a) 
of section 121 of the bill as it passed the House amends section 108 (f) 
of the code to provide rules for the computation of the income tax of 
corporations in the case of fiscal years beginning before July 1, 1950, 
and ending after June 30, 1950. In the case of such a fiscal year 
which ends before April 1, 1951, the amendment made by the bill does 
not change the computation of the tax provided under existing law 
for such a year. If the fiscal year (beginning before July 1, 1950) 
ends after March 31, 1951, the amendment does affect a change in the 
existing law with regard to the computation of the tax for such a year 


under section 108 (f). In such a case the amendment provides for the 
computation and proration of three tentative taxes. 
In computing the tentative taxes under paragraphs (1), (2), and 


(3) of section 108 (f), the net income, and the adjusted net income, 
of the corporation are not recomputed. However, in the case of a 
Western Hemisphere trade corporation, or a public utility which has 
paid dividends on its preferred stock, or any corporation which has 
received dividends on the preferred stock of a public utility with 
respect to which the credit provided in section 26 (h) is allowed, the 
amount of the normal-tax net income, and the amount of the corpo- 
ration surtax net income, will be different for each of the three com- 
putations. A Western Hemisphere trade corporation, for example, 
will compute its tentative tax under paragraph (1) of section 108 (f) 
without computing a surtax, and its normal-tax net income will | 
computed without regard to the credit provided in section 26 (i) of 
the code; its tentative normal tax and tentative surtax under para- 
graph (2) of section 108 (f) will be computed on a normal-tax net 
income and a corporation surtax net income determined with the 
allowance of the 31-percent credit provided in section 26 (1) applicable 
to taxable years beginning on July 1, 1950 (determined without regard 
to the amendment of section 26 (i) made by the Excess Profits Tax 
Act of 1950); and its tentative normal tax and tentative surtax under 
paragraph (3) of section 108 (f) will be computed on a normal-tax 
net income and a corporation surtax net income determined with the 
allowance of the 27-percent credit provided in section 26 (i) applicable 
to taxable years beginning on April 1, 1951. 

Subsection (a) of this section also amends section 108 (g of the code 
to provide for the computation of the tax of a fiscal-year corporation 
for a taxable year beginning after June 30, 1951, and before April 1 
1951, and ending after March 31, 1951. In the case of such a fiseal 
year it is provided that the tax imposed by sections 13 and 15 shall be 
an amount equal to the sum of 

(1) that portion of a tentative tax, computed under the tax 
sane, and the credits provided in section 26, applic able to taxable 

ars beginning on July 1, 1950, which the number of di ays in the 
fiscal year prior to April 1, 1951, bears to the total number of days 
in the taxable year, plus 

(2) that portion of a tentative tax, computed under the tax 
rates, and the credits provided in section 26, applicable to taxable 
years beginning on April 1, 1951, which the number of days in the 
taxable year after March 31, 1951, bears to the total number of 
days in the taxable year. 
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The tentative tax under clause (1) will consist of a tentative normal 
tax at the rate of 25 percent of the normal-tax net income, and 
tentative surtax of 22 percent of the corporation surtax net income 
in excess of $25,000. The tentative tax under clause (2) will consist 
of a tentative normal tax at the rate of 27 percent of the normal-tax 
net income and a tentative surtax of 25 percent of the corporation 
surtax net income in excess of $25,000. The net income of the 
corporation for the taxable vear is not recomputed in determining the 
tentative tax under either clause (1) or (2). If the taxpaver paid or 
received dividends on preferred stock described in section 26 (h) of 
the code, or if the taxpaver is a western hemisphere trade corporation, 
the amount of the normal-tax net income, and the amount of the 
corporation surtax net income, applicable in the computation under 
clause (1), will differ from the amount used for the purpose of clause 


()) 


A new subsection (h) is also added to section 108 by this subsection 
of section 131 of the bill. This new subsection provides for the 
computation of the tax of a taxpayer, other than a corporation, for a 
fiscal vear beginning before November 1, 1951, and ending after 
October 31, 1951. In the case of such a fiscal year, the tax imposed 
by sections 11 and 12, section 400, or section 421 (a) (2), shall be an 
amount equal to the sum of 
(1) that portion of a tentative tax, computed under the pro- 
visions of sections 11 and 12, or section 400, applicable to taxable 
vears beginning on October 1, 1950, which the number of months 
in such taxable year prior to November 1, 1951, bears to the 
total number of calendar months in such taxable vear, plus 
(2) that portion of a tentative tax, computed under the pro- 
visions of sections 11 and 12, or section 400, applicable to years 
beginning on November 1, 1951, as if such provisions (other than 
the provisions relating to the head of a household) were appli- 
cable to such taxable vear, which the number of calendar months 
in such taxable vear after October 31, 1951, bears to the total 
number of calendar months in such taxable vear. 
The net income of the taxpayer for the fiscal year is not recomputed 
in determining the tentative tax under either clause (1) or clause (2). 
It is further provided that subsection (h) shall not apply in the case of 
a trust described in section 421 (b) (2) if the taxable year of such 
trust began before January 1, 1951. 

\ new subsection (1) is also added to section 108 by subsection (a) 
of section 131. For the purposes of section 108, it provides that a 
calendar month shall be disregarded if less than 15 days of such month 
fall within the taxable year, and that a calendar month shall be in- 
cluded as a full calendar month within the taxable vear if more than 

14 days of such month fall within the taxable vear. 

A new subsection (j) is added to section 108 by this subsection of 
section 131. This provides for the computation of tax in the case of 
taxable vears of individuals beginning in 1953 and ending in 1954. 
Again the method of computation provided involves the computation 
and proration of two tentative taxes, the first computed upon the 
basis of the provisions of sections 11 and 12, section 400, or section 
121 (a) (2), applicable to vears beginning on January 1, 1953, and the 
second computed upon the basis of the provisions of such sections 
applicable to years beginning on January 1, 1954. 
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Provision for the computation of the tax of corporations in the case 
of taxable years beginning in 1953 and ending in 1954 is made in a 
new subsection (k) which is added to section 108 by this subsection 
of section 131 of the bill. The method of computation provided ts 
again the computation and proration of two tentative surtaxes, 
the first computed upon the basis of the provisions of sections 13 and 
15, or section 421 (a) (1), applicable to years beginning on January |, 
1953, the second computed upon the basis of the provisions of such 
sections applicable to vears beginning on January 1, 1954 

Subsection (b) of section 131, which corresponds to a similar pro- 
vision in the House bill, amends section 430 b) of the code. relating 
to computation of the excess-profits tax for taxable vears beginning 
before July 1, 1950, and ending after June 30, 1950. The amendment 
does not change the computation under existing law of the excess- 
profits tax for a taxable year which ends before April 1, 1951. In the 
case of a taxable year beginning before April 1, 1951, whether begin- 
ning before, on, or after July 1, 1950), and ending after March 31, 
1951 (other than the calendar year 1951), the amendment will not 
affect the amount of the excess-profits tax for the fiscal vear if the 
excess-profits tax is the tax computed under section 430 (a) (1), that 
is, if the excess-profits tax is 30 pereent of the adjusted excess-profits 

‘net income. However, if the taxpaver’s excess-profits tax for such 
fiscal year ts the excess-profits tax computed with reference to the ceil- 
ing rate provided in section 430 (a) (2), the amendment will result in 
reflecting in the exc ss-profits tax for the taxable vear the effect of 
the amendment made by section 121 (c) of the bill, changing the 
method of computing the ceiling rate for taxable vears beginning aft 
March 31, 1951. 

Under the amendment, in the case of a taxable yeal beginning 
before April 1, 1951, and ending after March 31, 1951 (other than the 
calendar year 1951), a tentative excess-profits tax will first be com- 
puted (as provided in see. 430 (b) (2) (A)) under the 


DrOVISIONS Of 


section 430 (a) of the code applicable to taxable vears ending prio! 
to April 1, 1951; that is, a ceiling rate of 62 percent to be applied 
in the computation. In determining under section 430 (a) (2) the 
excess of 62 percent of the excess-profits net income o\ 


er the mcome 
tax which would he imposed unde rsections 13, 14. and LS 


5 of the code 
upon a normal-tax net income and corporation-surtax net income in 
an amount equal to the excess-profits net income for the taxable 
vear, such tax must be computed under the provisions of section 
IOS (f) or (or), whichever is applicable Such excess will be the 
tentative tax referred to in section 430 (b) (2) (A) unless 30 percent 
of the adjusted excess-profits net income results in a smaller tentative 
tax, in which case it will be such smaller tentative tax. 


The computation of a tentative tax under section 430 (b) (2) (B 


) 
will be made under the provisions of section 430 (a) applicable to 
taxable vears beginning on April 1, 1951. In computing such a 
tentative tax the new method of determining the maximum excess- 
profits tax provided under section 430 (a) (2) (C), deseribed above, 


will be used. The tentative ‘axes computed under subparagraphs 
(A) and (B) of section 430 (b) (2) will then be prorated as provided 
in such section, and the excess-profits tax for the taxable year W ill be 
the sum of such prorated taxes. 
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If the corporation is a new corporation to which the special ceiling 
rates provided in section 430 (a) (3) and 430 (e) are applicable (see 
sec. 501 of the bill which amends sec. 430 of the code), then the com- 
putation of the tentative taxes for the fiscal year, in the manner 
described above, will take into account the special rates provided in 
subsection (e) of section 430 of the code. 

Subsection (c) of section 131 provides a necessary technical amend- 
ment to paragraph (2) of section 108 (e) of the code and changes the 
designation of the present subsection (g) of section 108 to subsection 
“a 


TITLE II—-WITHHOLDING OF TAX AT SOURCE 
SECTION 201. PERCENTAGE METHOD OF WITHHOLDING 


Section 201, which corresponds to section 221 of the bill as it passed 
the House, amends section 1622 (a) of the code by changing the per- 
centage rate of withholding from 18 percent to 20 percent in the case 
of wages paid on or after November 1, 1951, and before January 1, 
1954. 


SECTION 202. WAGE BRACKET WITHHOLDING 


This section, which corresponds to section 222 of the bill as passed 
by the House, amends section 1622 (c) (1), relating to wage-bracket 
withholding, to provide new tables which reflect the increased tax 
rates. 


SECTION 203. ADDITIONAL WITHHOLDING OF TAX ON 
WAGES UPON AGREEMENT BY EMPLOYER AND EM- 
PLOYEE 


This section of the bill, which is identical with that of the House 
bill, adds to section 1622 of the code (relating to income tax collected 
at source on wages) a new subsection numbered (k) and entitled 
“Additional Withholding.” This new subsection authorizes the Secre- 
tary to provide, by regulations, for withholding in addition to that 
otherwise required under section 1622 in cases in which the employer 
and the employee agree to such additional withholding. The Secre- 
tary is authorized to prescribe by regulations the form of such agree- 
ment and the conditions under which and the extent to which such 
an agreement shall be deemed proper. It is further provided by this 
new subsection that any amount actually withheld pursuant to such 
an additional withholding agreement entered into by and between an 
employer and an employee shall, for all purposes, be considered tax 
required to be deducted and withheld under applicable withholding 
provisions. 


SECTION 204, EFFECTIVE DATE 


This section, which corresponds to section 224 of the House bill, 
provides that the amendments made by title If shall be applicable 
only with respect to wages paid on or after November 1, 1951. It 
is immaterial whether the wages were earned before or after Novem- 
ber 1, 1951. If they are paid on or after November 1, 1951, the new 
withholding rates will apply. 
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TITLE III—MISCELLANEOUS INCOME TAX 
AMENDMENTS 


SECTION 301, TAX TREATMENT IN CASE OF HEAD OF 
HOUSEHOLD 


This section, which corresponds to section 301 of the House bill, 
amends section 12 (c) of the code to provide a special computation of 
surtax for a taxpayer who qualifies as the head of a household. The 
effect of the amendment is that the combined normal tax and surtax 
of such a taxpayer will be an amount approximately equal to the 
combined normal tax and surtax as computed under sections 11 and 
12 (b) reduced by one-quarter (instead of one-half as provided in the 
House bill) of the amount by which such combined tax exceeds the 
combined normal tax and surtax that would be determined if the 
return of the taxpayer were a joint return to which section 12 (d) 
was applicable. Section 12 (c) is applicable only with respect to 
taxable years beginning after October 31, 1951, instead of after 
August 31, 1951, as in the House bill. 

Paragraph (1) of section 12 (c) contains a special surtax table 
prescribing the rates of surtax to be used in computing the tax of a 
head of a household for taxable years beginning after October 31, 1951, 
and before January 1, 1954, and paragraph (2) contains a similar table 
prescribing the rates applicable to taxable years beginning after 
December 31, 1953. 

Paragraph (3) defines a head of a household as an individual who is 
not married at the close of his taxable vear and who maintains as his 
home a household which constitutes for such taxable vear the principal 
place of abode, as a member of such household, of one or more of certain 
classes of persons related to the taxpayer and described in subpara- 
graphs (A) and (B) of paragraph (3). In no event, however, shall an 
individual be considered as maintaining a household unless he furnishes 
over half of the cost of maintaining such household during the taxable 
vear. Thus, for purposes of section 12 (c), only one person can be 
considered as head of a particular household during a particular 
taxable year. 

The persons described in subparagraph (A) include only a son or 
daughter of the taxpaver, or a descendant of either and a stepson or 
stepdaughter of the taxpaver. The persons described in subparagraph 
(B) are those persons (other than those described in subparagraph 
(A)) who are dependents of the taxpayer and for whom the taxpayer 
is entitled to an exemption for the taxable year under section 25 (b 
Subparagraph (A) in the bill as passed by the House also included a 
descendant of a stepson or stepdaughter of the taxpayer. However, 
since such descendants do not constitute dependents of the taxpayer 
under section 25 (b) your committee has eliminated them from the 
class of persons through whom the taxpayer may qualify as head of 
household, 

If the person, whose principal place of abode is the home of the 
taxpayer, is an unmarried person, as described in subparagraph (A 
that is, a child or descendant of a child of the taxpayer, the taxpayer 
mav (if the other requirements of sec. 12 (¢) are met) qualify as a 
head of a household even though the taxpayer would not be entitled 
to an exemption for such person as a dependent under section 25 (b). 
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Thus, an unmarried taxpayer who maintains as his home a household 
which includes only himself and his unmarried son, may be the head 
of the household even though the taxpayer does not furnish more than 
half the support of the son and even though the son has gross income 
of $600 or more. If, however, the son is married at the close of the 
taxable year of the taxpayer, the taxpaver may not qualify as the 
head of the household by reason of the fact that the prine ipal place 
of abode of the son is such household unless the taxpayer is entitled 
to an exemption for the son under section 25 (b), that is, unless the 
son receives more than half his support from the taxpayer, has gross 
income of less than $600 ($500 under the House bill) in the calendar 
year in which the taxable vear of the taxpaver begins, and does not 
aie a joint return with his spouse for his taxable year beginning in 
such calendar vear. 

A taxpaver whose status as head of a household depends upon the 
fact that such a household is the principal place of abode of a person 
described in subparagraph (B) cannot qualify as the head of a house- 
hold unless such person, for the calendar vear in which the taxable 
vear of the taxpaver begins, received more than half of his support 
from the taxpayer, had gross income of less than $600 in such calendar 
vear, and, if married, has not made a joint return with his spouse for 
his taxable vear beginning in such calendar vear. Thus, a taxpayer 
who maintains a home for himself and his mother does not qualify 
as head of a veal hold even though his home constitutes the principal 
place of abode of his mother unless he is entitled to claim his mother 
as a dependent under section 25 (b) 

A taxpaver will not be considered as the head of a household unless 
such household actually constitutes his home for the taxable vear and 
also constitutes the principal place of abode for such taxable vear of 
another member of the household who meets the requirements of sec- 
tion 12 (ec) (3) CA) or (B). If such other member of the household dies 
during the taxable vear, the taxpayer will not be denied the benefits 
of this subsection if the taxpaver’s household constituted the member's 
principal place of abode during the taxable vear up to the date of his 
death. Section 12 (c¢) is intended to apply only where the taxpayer 
and such other members of the household live together in such house- 
hold during the entire taxable year (except for temporary absences 
due to special circumstances). The fact that a child may be at college 
during the college term does not prevent the home of the taxpayer 
from also constituting the principal place of abode of the child. How- 
ever, such home will not be considered as the principal place of abode 
where the child establishes a separate habitation and only returns for 
periodic visits. Similarly, such home will not be considered as con- 
stituting the principal place of abode of a dependent of the ts ixpayer 
who is supported by the taxpayer for a substantial part of the year in 
lodgings other than those occupied by the taxpayer even though such 
person may at various periods live in the household, unless the resi- 
dence of the dependent in other lodgings is not permanent and is due 
to necessity such as illness. It is also intended that the household 
constitute the actual place of abode of the taxpayer and it is not 
sufficient that the taxpayer maintain the household without being an 
occupant thereof. 

Paragraph (4) contains rules for ascertaining the status of the 
taxpayer and other persons for the purpose of determining whether 
the taxpayer is the head of a household. 
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Paragraph (4) (A) provides that a legally adopted child of a person 
shall be considered a child of such person by blood. 

Paragraph (4) (B) provides that an individual who is legally sepa- 
rated from his spouse under a decree of divorce or separate mainte- 
nance shall not be considered as married. 

Paragraph (4) (C) provides that a taxpayer whose spouse is a non- 
resident alien shall be considered as not married at the close of the 
taxable year for the purposes of considering whether the taxpayer is 
the head of a household. Thus, a taxpayer whose spouse Is a non- 
resident alien (so that such taxpayer may not compute his tax under 
the income-splitting provisions of sec. 12 (d)) and who, if unmarried, 
would qualify as a head of a household may be considered as unmarried 
despite the fact that he has a spouse. 

Paragraph (4) (D provides that a taxpaver whose spouse other 
than a spouse who was a nonresident alien) dies during the taxable year 
shall be considered as married at the close of his taxable Vvear for the 
purposes of section 12 (c). Such taxpayer, accordingly, may not be 
considered as a head of a household for such taxable year. 

A taxpayer who at any time during the taxable year is a nonresident 
alien shall in ho case be considered as a head of a household 

Subsection (b) of this section of the bill (relating to computation of 
tax by collector) is added by your committee and does not appear in 
the bill as passed by the House. 

Subsection (b) (1) of this section amends section 51 (f) (1) of the 
code, which provides that an individual entitled to elect to pay the 
tax imposed by supplement T whose gross income is less than $5,000, 
and is entirely from wages, dividends, and interest (with not more than 
$100 from sources other dacs wages) may elect to have his tax computed 
by the collector in lieu of making his own computation on the return. 
Your committee’s amendment adds a sentence to provide that the 
collector’s computation shall be made without regard to the taxpayer’s 
status as head of a household. 

Subsection (b) (2) of this section of the bill makes a corresponding 
amendment to section 402 of the code (relating to the manner and 
effect of an election to pay the tax imposed by + ie Tonna T) to pro- 
vide that if a head of a household elects to have his tax computed by 
the collector pursuant to the provisions of section 51 (f), and thereby 
elects under section 51 (f) (4) to pay the tax imposed by supplement 
T, the tax imposed by section 400 is to be computed without regard to 
the status of the taxpaver as the head of a household. 

Under these amendments if a person otherwise entitled to have his 
tax computed at the rates provided for a head of household elects 
to have his tax computed by the collector under section 51 (f) (1) the 
collector will use for purposes of computing the tax the tables pro- 
vided under section 400 for a single person. Such election is made 
under present practice by taxpayers filing Form 1040A. Such a 
person filing Form 1040A and electing to have his tax computed by: 
the collector will not, of course, be required to submit any information 
respecting his status as head of a household as that status will have 
no significance in the collector’s computation of his tax as a single 
person. 


89079—51—pt 
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SECTION 302. PAYMENTS TO BENEFICIARIES OF 
DECEASED EMPLOYEES 


This section, for which there is no corresponding provision in the 
House bill, amends section 22 (b) (1) of the code (relating to exclusion 
of insurance proceeds from gross income) to provide for a limited ex- 
clusion for amounts paid by an emplover to the beneficiaries of an 
employee by reason of the employvee’s death. The amendment, 
which is contained in a new subparagraph (B) added to section 
22 (b) (1), would restrict the application of the provision to cases 
where the payments are made pursuant to an express contract under 
which the employer is legally obligated to pay the amounts to the 
designated beneficiaries of the employee. In addition, the aggregate 
of the amounts to be excluded by all the beneficiaries of the employee 
with respect to amounts paid by an employer of such employee may 
not exceed $5,000. In cases where payments of the type described in 
section 22 (b) (2) (B) exceed $5,000 and are made to more than one 
beneficiary of an employee, the exclusion shall be allocated among 
the beneficiaries in accordance with such regulations as the Secretary 
may prescribe. 

Where the amounts are held by the emplover under an agreement 
to pay interest thereon, the interest payments (as in the case of interest 
payments where insurance proceeds are held by the insurer) are in- 
cludible in gross income. 

The amendment made by this section is applicable with respect to 
taxable years beginning after 1950. 


SECTION 303. JOINT AND SURVIVOR ANNUITIES 


This section, for which there is no corresponding provision in the 
House bill, amends sections 113 (a) (5) and 22 (b) (2) of the code to 
provide that the basis of a survivor’s interest in a joint and survivor 
annuity, the value of which is required to be included in the estate of 
a decedent annuitant dying after December 31, 1950, shall be con- 
sidered to be acquired by “bequest, devise, or inheritance” and that 
such basis (that is, the value of such survivor’s interest at the tim 
of the decedent’s death) shall be considered, for purposes of determin- 
ing the amount to be included in the income of the survivor, to be the 
consideration paid for the survivor’s annuity. 

Under existing law, amounts received as an annuity purchased by 
the annuitant are in general taxed to the extent of 3 percent of the 
aggregate consideration paid for the annuity until the full considera- 
tion has been recovered tax-free, after which the entire amounts 
received are taxable. Section 22 (b) (2) (A). In the case of an 
annuity purchased by an employer for an employee under a qualified 
pension or profit-sharing plan for which the emplover’s contribution 
is deductible under section 23 (p) (1) (B), the consideration for the 
annuity is considered to be the Seuss contributed by the employee 
so that the emplovee on receipt of the annuity payments is taxed to 
the extent of 3 percent of his contributions until he has recovered 
tax-free the amount of his contributions after which the full amount 
of the annuity payments constitute taxable income. (Where the 
employer’s contributions are included in the income of the emplovee 
in the year when made, that is, where the pension or profit-sharing 
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plan does not meet the requirements of sections 165 (a) (3), (4), (5), 
and (6) and the emplovee’s rights under the contract are nonforfeit- 
able, the amount of the employer’s contributions is also considered to 
constitute part of the consideration paid.) Section 22 (b) (2) (B). 
In the case of a joint and survivor annuity, the aggregate consideration 
paid under the foregoing rules is considered to be the full amount paid 
for the entire annuity with the effect of taxing to the survivor annul- 
tant 3 percent of such consideration (the amount paid for the annuity 
in cases under section 22 (b) (2) (A) and the contributions by the 
employee, or the emplovee and employer, in the case described in 
section 22 (b) (2) (B)) and with the further effect that where the 
consideration has been excluded from the income of the primary 
annuitant, the survivor is taxed on the full amount of payments re- 
ceived by him. 

Under your committee’s amendment to section 113 (a) (5), if the 
value of the survivor’s interest is required to be included under 
applicable principles of law in the gross estate of the decedent annui- 
tant (whether or not such estate exceeds $60,000 so as to require the 
filing of an estate-tax return under sec. 821 (a) (1)), the basis of such 
interest to the survivor annuitant is considered (except to the extent 
to which see. 811 (j), relating to optional valuation, is applicable) to 
be the value at the time of the decedent’s death and, under your com- 
mittee’s amendment to section 22 (b) (2), such basis is considered to 
constitute the consideration paid for the survivor’s annuity for pur- 
poses of determining the taxable amounts of the annuity payments 
received by her. Thus, if a survivor annuitant is to receive an 
annuity of x dollars annually, and if the value of such annuity would 
be required to be included in the gross estate of the decedent annui- 
tant and if the basis of such annuity under section 113 (a) (5) would 
be $5,000, the survivor is to include in his income each year an 
amount not in excess of $150 (3 percent of $5,000) and may exclude 
the balance of the amounts received until the amount of $5,000 has 
been recovered tax-free. 


SECTION 304. INCOME FROM DISCHARGE OF 
INDEBTEDNESS 


Section 304 corresponds to sections 1 and 2 of H. R. 2416 as recently 
passed by the House of Representatives and provides for the permanent 
enactment of section 22 (b) (9) of the Internal Revenue Code and 
for the extension of section 22 (b) (10) of the code for a 3-year period. 
A discussion of these provisions is contained in part I of this report, 
pages 59 and 60. 


SECTION 305. COMPENSATION OF CERTAIN MEMBERS 
OF THE ARMED FORCES 


This section, for which there is no corresponding provision in the 
House bill, amends section 22 (b) (13) of the Internal Revenue Code, 
relating to the additional allowance for certain members of the 
Armed Forces. 

ection 22 (b) (13) of existing law excludes from gross income 
certain compensation received for active service in the Armed Forces 
of the United States for any month during any part of which the 
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recipient served in a combat zone after June 24, 1950, and prior to 
January 1, 1952. Subsection (a) of this section extends this latter 
date from January 1, 1952, to January 1, 1954. 

Subsection. (2) of this section also extends the exclusion to certain 
compensation. received for active service in the Armed Forces of the 
United States or any month during any part of which the recipient 
was hospitalized at any place as a result of wounds, disease, or injury 
incurred while serving in a combat zone after June 24, 1950, and prior 
to January 1, 1954, provided that during all of such month there are 
combatant activities in some combat zone. 

Subsection (b) of this section amends section 22 (b) (13) (C) (iu) 
(relating to when service is performed in a combat zone) to provide 
that June 25, 1950, shall be considered the date of the commencing 
of combatant activities in the combat zone (Korea) designated in 
Executive Order 10195. The date June 25, 1950, used in this amend- 
ment refers to the date June 25, 1950, in the combat zone. 

Subsection (¢) of this section makes conforming amendments to 
section 1621 (a) (1) of the Internal Revenue Code, relating to the 
definition of the term ‘‘wages.”’ 

Subsection (d) of 2 ov tion provide s that the amendments made 
by subsections (a) and | Pg ll be applicable to taxable years ending 
after June 24, 1950, Li the amendment made by subse tion (¢e 
shall be applicable with ee to wages paid after the tenth day 
following the date of enactment of the Act. 


SECTION 306. INVOLUNTARY LIQUIDATION AND 
REPLACEMENT OF INVENTORIES 


This section of the bill, for which there is no corresponding provision 
in the House bill, amends section 22 (d) (6) (Ff) (iti) (relating to the 
application of the rule with respect to replacements to liquidations of 
inventories occurring in taxable years ending after June 30, 1950, and 
prior to January 1, 1954) so as to vary the application of that rule in 
certain cases insofar as replacements made within taxable years end- 


ing prior to January 1, 1953, are concerned. In general, section 22 (d 
(6 c provides that, for the purpose of section 22 (d) (6), goods 


reflecting an increase in inventory for a taxable year are considered 
in the order of their acquisition, ws having been acquired in replace- 
ment of the goods most recently liquidated and pot previously replaced, 
whether or not the liquidation of such goods was involuntary. To the 
extent that the liquidation was involuntary, the benefits of the — 
section are applicable. Under subparagraph (A) of section 22 (d) 
tax benefits are granted with respect to the replacement of goods whic hi 
were involuntarily liquidated in taxable years beginning after Decem- 
ber 31, 1940, and prior to January 1, 1948, where such goods are 
replaced in a taxable year ending prior to January 1, 1953. Under 
subparagraph (F), similar benefits are provided with respect to goods 
which were involuntarily liquidated in taxable vears ending after 
June 30, 1950, and prior to January 1, 1954, where replacement of 
such goods is made in a taxable year ending prior to January 1, 1956. 
The operation wader present law of the provisions of subparagraph 
(C), dealing with replacements, insofar as mvoluntary liquidations of 
goods of the same class subject to the provisions of both subparagraphs 
(A) and (F) are concerned, is that the involuntary liquidations subject 
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to the provisions of subparagraph (F) must be replaced before the 
involuntary liquidations subject to the provisions of subparagraph 
(A). To the extent, therefore, that goods of the same class as those 
which were liquidated in the earlier period are involuntarily liquidated 
in the later period, it is apparent that the operation of the present 
replacement rule requires that the replacement of all such liquidations 
must be made in taxable years ending prior to January 1, 1953, in 
order that the tax benefits of subparagraph (A) may be available 
with respect to the earlier liquidations. 

Under the amendment made by this section of the bill, the applica- 
tion of the general replacement rule provided in subparagraph (C) 
is modified in such a way that, ta any case involving iavoluats ary 
liquids ations of goods of the same class subje “et to the pro isions of both 
subparagraphs (A) and (F), the tavoluntary liquidations of such goods 
subject to the provisions of subpar: agraph I’) shall, for the purpose 
of replacements made in taxable years ending prior to January 1, 
1953, be considered as having Sceutied prior to the iavolunatary 
liquidations of such goods subject to the provisions of subparagraph 
(A). 

The amendment made by this section is not applicable to voluntary 
liquidations occurring in the period to which subparagraph (F) is 
applicable. 

The ameadment of section 22 (d) (6) (F) (iii) made by this section 
also corrects aa error in cross-reference which was previously con- 
tained ta that clause. 

Subsection (b) of the section provides that the amendment made 
by the section shall be applicable with respect to taxable vears ¢ nding 
after June 30, 1950 


SECTION 307. MEDICAL EXPENS 


This section of the bill, for which there is no corresponding pro- 
vision in the House bill, amends section 23 (x), relating to the dedue- 


tion of medical, dental, ete., expenses The effect of the amendment 
is to remove the 5- ao ee with respect to medical expenses 
paid during the taxable vear, not compe msated for by msurance or 


otherwise, for the care of a taxpayer or his spouse if either the tax- 
paver or his spouse has attained the age of 65 before the close of the 
taxable year. The limitation with respect to the maximum dedue- 
tion allowable under section 23 (x) remains unchanged. 

The determination of whether an individual is married at any 
time during the taxable year shall be made in accordance with the 
provisions of section 51 (b) (5). 

Application of section 23 (x) as amended to the following examples 
illustrates the effect of the amendment. 


Example 1.—<A, who is 70 years of age on February 22, 1951, files his 
income-tax return on March 15, 1952 (calendar-year basis). During 


the calendar year 1951, A pays the following percentages of his 
adjusted gross income as specified: (a) 3 percent for the medical 


care of himself and his spouse, and (6) 2 percent for the medical care 

his dependent son. A would be allowed to deduct an amount 
equal to 3 percent of his adjusted gross income, subject, however, to 
the maximum allowable under section 23 (x). Under existing law, 


A would not be allowed any deduction in this case. 
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Example 2.—Assuming the percentages for medical care specified 
in (1) are, respectively, 5 and 5, A would be allowed to deduct an 
amount equal to 5 percent of his adjusted gross income, subject, 
however, to the maximum allowable under section 23 (x). Under 
existing law, A would be allowed to deduct an amount equal to 5 
percent of his adjusted gross income, subject to the same maximum. 

In determining the amount of medical expenses deductible under 
section 23 (x) (2) (B), the amount deductible under section 23 (x) (2) 
(A) shall not be included for the purpose of meeting the 5-percent 
limitation. 

This amendment is applicable to taxable years beginning afte1 
December 31, 1950. 


SECTION 308. STANDARD DEDUCTION 


This section, for which there is no corresponding provision in the 
House bill, amends section 23 (aa) of the Internal Revenue Code, 
relating to the optional standard deduction for individuals. 

Under existing law, an election to take or not to take the stand- 
ard deduction for any taxable year is irrevocable after the time pre- 
scribed for filing the return for such year. Subsection (b) of this 
section adds paragraph (7) to section 28 (aa) to expressly provide 
that, under regulations prescribed by the Secretary, an election to take 
or not to take the standard deduction for any taxable year may oF 
changed after the time prescribed for filing the return for such yee 

If, however, the spouse of the taxpaver filed a separate return for 
any taxable year that corresponds, for the purpose of paragraph (4 
of section 23 (aa), to the taxable vear of the taxpayer, the change 
may not be made unless, under regulations prescribed by the Secre- 
tary, (1) the spouse makes a change of election in such separate return 
with respect to the standard deduction consistent with the change of 
election sought by the taxpayer, and (2) the taxpaver and his spouse 
file with the Secretary a consent in writing to the assessment, within 
such period as may be agreed upon with the Secretary, of any de- 
ficiency of either, to the extent attributable to such change of election 
even though at the time of the filing of such consent the assessment 
of such deficiency would otherwise be prevented by the operation 
of any law or rule of law. 

A change of election for any taxable year ee not be permitted, 
however, if the tax liability of the taxpayer for the taxable year, o1 
of the taxpayer’s spouse for the taxable vear corresponding, for the 
purposes of section 23 (aa) (4), to the taxable year of the taxpayer, 
has been compromised ae the provisions of section 3761. 

Although it is not expressly so stated, the change for any taxable 
year must be made within the period of time when a claim for credit 
or refund must be filed for such year in order for the taxpayer to 
receive a credit or refund attributable to such change since such period 
is not extended by this section. 

Subsection (a) of this section amends paragraph (3) of section 23 
(aa) to conform that paragraph to paragraph (7) of such section as 
added by subsection (b) of this section of the bill. 

Subsection (c) of this section provides that the amendments made 
by this section shall be applicable only with respect to taxable years 
beginning after December 31, 1949. 








REVENUE ACT OF 1951 21 


SECTION 309. EXPENDITURES IN THE DEVELOPMENT 
OF MINES 


This section corresponds to section 302 of the bill as passed by the 
House. Your committee has added a provision allowing the taxpayer 
an election to deduct certain expenditures for the dergegeiess of a 
mine or other natural deposit (other than an oil or gas well) either in 
the taxable year paid or incurred or ratably during ‘the taxable years 
in which the produced ores or minerals are sold. Your committee has 
also made technical changes in the section. 

Under existing law all expenditures in excess of net receipts from 
ores or minerals sold are required to be charged to capital account 
while a mine is in the development stage and are to be recovered 
through depletion. However, after a mine has reached the producing 
status, de ‘velopment costs, whether or not in excess of net rece ipts 
from ores or minerals sold, are not treated as capital charges recover- 
able through depletion but as operating pepeenes deductible in the 
year in which the produced ores or minerals benefited thereby are 
sold. 

Section 309 of the bill amends section 23 of the code by adding 
a new subsection (cc). The corresponding provisions of the House 
bill would have inserted a new subparagraph (D) to section 23 (a) (1). 

Paragraph (1) of subsection (cc) provides that all expenditures for 
the development of a mine or other natural deposit (other than an 
oil or gas well) paid or incurred after December 31, 1950, and after 
the existence of ores or minerals in commercially marketable quan- 
tities has been disclosed shall be deductible, except as otherwise pro- 
vided in paragraph (2) of this subsection. These expenditures shall 
be deducted whether paid or incurred by the taxpayer while the mine 
or deposit is in the development or while in the producing status. 
Paragraph (1) further provides that this new subsection shall have 
no application to expenditures for the acquisition or improvement of 
property of a character which is subject to the allowance for deprecia- 
tion provided in section 23 (1). However, allowances for depreciation 
shall be considered for the purpose of this new subsection as expendi- 
tures. 

During the development stage, this new subsection is applicable to 
all expenditures of the taxpayer, unless otherwise excluded herein. 
However, after the producing status is reached, it is only those extra- 
ordinary expenditures which under existing law must be deferred and 
deducted ratably as the produced ores or minerals benefited thereby 
are sold which are affected by this subsection. The determination 
of when a mine or deposit passes from one stage into another shall 
be made under existing law. 

Paragraph (2) of subsection (cc) allows the taxpayer to elect, in 
accordance with regulations, to treat such expenditures, whether paid 
or incurred during or after the development stage, in the same manner 
as such expenditures are now treated after the mine or deposit has 
reached the producing status. That is, such expenditures may be 
treated as deferred expenses and shall be deductible on a ratable 
basis as the units of produced ores or minerals benefited by such 
expenditures are sold. While the mine or deposit is in the develop- 
ment stage the election under paragraph (2) applies only to expendi- 
tures which are in excess of the net site during the taxable year 
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from the ores or minerals produced from the mine or deposit. Accord- 
ingly, the amount of such expenditures which is not in excess of such 
net receipts for the taxable year while the mine or deposit is in the 
development stage shall be deductible in full. The election under this 
paragraph shall be applicable to the total amount of such expendi- 
tures, or of such excess, as the case may be, with respect to each mine 
or deposit and shall be irrevocable for the taxable vear for which it is 
made. 

This amendment is applicable to a taxpayer who has paid or in- 
curred expenditures of the type described therein and accordingly has 
no application to that part of the cost of a mine or deposit attributable 
to such expenditures when acquired by purchase. Where a taxpayer 
has paid or incurred expenditures described in subsection (ec), has 
made an election under paragraph (2), and has thereafter le ased the 
developed property retaining a royalty interest therein, such a tax- 
payer shall be allowed the ratable deduction provided in paragraph (2). 

In order to determine the amount of the annual deduction allowable 
under paragraph (2), it will be necessary to estimate the number of 
units, benefited by such expenditures, in the reserve of the mine or 
deposit at the close of the taxable year for which an election is made. 
This estimate is, of course, subject to revision in the event it is ascer- 
tained as the result of operation or development work that the remain- 
ing recoverable units are materially greater or less than the number 
remaining from a prior estimate. As these units are produced and 
sold, the amount of the development costs to be deducted will be an 
amount which is in the same proportion to the total of such costs 
which are treated as deferred expenses as the number of units sold i 
to the number of units in the reserve. 

In computing the amount of percentage depletion allowable for any 
taxable year, the deductions allowable for such year under paragre aph 
(1) or (2) of subsection (ce) shall be taken into account in determining 
the taxpayer’s net income for the purpose of the 50 percent limitation 
provided in section 114 (b) (4) (A) of the code. 

Paragraph (3) provides that the amount of the expenditures which 
are to be deferred and deducted ratably under the election provided 
in paragraph (2) shall be taken into account in determining the cost 
of the mine or deposit for the purpose of sections 111, 112, and 113. 
However, no amount of such deferred expense shall be included in the 
adjusted basis of the property for the purpose of computing a deduc- 
tion for cost depletion under section 114. 

Subsection (b) of section 309 of the bill adds a new subparagraph (J) 
to section 113 (b) (1) (relating to adjusted basis of property) ‘which 
provides that the basis of mines or natural deposits shall be adjusted 
for amounts allowed as deductions under section 23 (ce) (2) and re sult- 
ing in a reduction of the taxpayer’s taxes under chapter | of the code, 
but not less than the amounts allowable or such section for the 
taxable vear and prior years. Accordingly, if a taxpayer purchases 
undeveloped mining property for $1,000,000 iol at the close of the 
development stage has incurred development costs in excess of net 
receipts of $9,000,000, and has made the election with respect to such 
costs under section 23 (ec) (2) the basis of such property at such time 
for computing gain or loss will be $10,000,000. Assuming that the 
taxpayer in this example has operated the mine for several years and 
has deducted allowable percentage depletion in the amount of 
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$2,000,000 and has deducted, pursuant to an election under section 23 
(ec) (2), allowable deferred development e xpenditures of $2,000,000, 
the basis of the property in the taxpaver’s hands for purposes of 
determining gain or loss if sold will be $6,000,000. 

Subsection (c) of section 309 makes a technical amendment to 
section 24 (a) (2) of the code (relating to items not deductible) in 
order to remove any doubt as to the deductibility under section 23 (ce 
of the expenditures incurred in the development of a mine or deposit 

The amendments made by this section of the bill shall be applicable 
to taxable years ending after December 31, 1950. 


SECTION 310. GROSS INCOME OF DEPENDENTS OF 
TAXPAYER 


Under present law the $600 exemption for a dependent of the tax- 
paver may not be allowed if the gross income of the dependent for the 
calendar year in which the taxable year of the taxpayer begins is 
$500 or more. Section 310 (a) of the bill, for which there is no corre- 
sponding provision in the House bill, amends section 25 (b) (1) (D) 
of the Internal Revenue Code to provide that the exemption may be 
allowed if the gross income of the dependent is less than $600, instead 
of $500, as under present law. The amendment made by section 310 
(a) is to be applicable with respect to taxable years beginning after 
December 31, 1950. 


SECTION 311. CREDIT FOR DIVIDENDS RECEIVED 


This section, for which there is no corresponding provision in the 
House bill, amends section 26 (b) and section 119 (a) (2) (B) of the 
Internal Revenue Code. 

Under existing law the credit allowed corporations for dividends 
received is not permitted with respect to dividends received from a 
foreign corporation, whether or not such foreign corporation has been 
subjected to United States income tax on its earnings or profits. 

This section amends section 26 (b) of the code so as to pro\y ide for 
a dividends received credit in the case of dividends received from a 
foreign corporation which is subject to income tax under chapter 1 of 
the code if, for an uninterrupted period of not less than 36 months 
ending with the close of the foreign corporation’s taxable year pre- 
ceding the deel: ration of the dividends, the foreign corporation has 
been engaged i n trade or business within the United States and if, 
during such period, 50 percent or more of the gross income of the 
foreign corporation has been derived from sources within the United 
States. If the foreign corporation has been in existence less than 36 
months at the close of the taxable vear preceding the declaration of 
the dividends, then the applic ‘able pe ‘riod rs be taken into considera- 
tion in lieu of the uninterrupted period of 36 or more months is the 
entire period the foreign corporation ‘el been in existence. The 
dividends received credit here provided will not be allowed in the case 
of dividends received from a foreign personal holding company 
amounts included in gross income under section 337 as dividends 
from a foreign personal holding company (as defined in section 331 
of the code) 

An uninterrupted period which meets the two tests (gross Income 
and carrying on trade or business) may start at a date later than the 











24 REVENUE ACT OF 1951 


date on which the company first commenced an uninterrupted period 
of doing business in the United States. If a corporation has carried 
on business in the United States for an uninterrupted period of 20 
years prior to the close of the taxable year preceding the declaration 
of the dividend, and its gross income from United States sources dur- 
ing such period was only 40 percent of its total gross income during 
the 20-year period, but during the last 15 years of the 20- -year pe riod 
the gross income from United States sources constituted 50 percent of 
its total gross income during such last 15 years, the uninterrupted 
period which meets both tests would begin at the beginning of the 
15-year period. 

The amount of the credit to be allowed is 85 percent of the amount 
received as dividends from earnings or profits accumulated by the 
foreign corporation during the applicable period, that is, the uninter- 
rupted period of 36 or more months (or the period permitted in lieu 
thereof when such corporation has’ been in existence less than 36 
months) throughout which it has met the prescribed trade or business 
and percentage of gross income tests. In no case, however, will the 
amount of credit allowed be in excess of an amount which bears the 
same ratio to 85 percent of the amount received as dividends from 
earnings or profits accumulated by the foreign corporations during 
the applicable period as the normal-tax net income of the foreign 
corporation for such applicable period from sources within the 
United States bears to its entire normal-tax net income for such 
applicable period. 

Since section 119 (a) (2) (B) of the code now provides that, for the 
purpose of section 131, dividends from a foreign corporation shall be 
treated as income from sources without the United States, a double 
benefit would (in the absence of an appropriate amendment to section 
119) be available in some instances to a domestic corporation receiving 
divide sas from a foreign corporation, in that the substantive amend- 
ment made by this section to section 26 (b) of the code would permit a 
dividends received credit to the domestic corporation with respect to 
the same dividends through the receipt of which under section 131 of 
the code the domestic corporation is entitled to a foreign tax credit. 

In order to restrict the amount of foreign tax credit allowable with 
respect to dividends of foreign corporations allocable to income from 
sources outside the United States, this section amends section 119 (a) 

(B) of the code so as to provide that, for the purpose of section 
131, dividends from a foreign corporation shall be treated as income 
from sources without the United States only to the extent such 
dividends exceed the amount which is one hundred eighty-fifths of the 
amount of the credit allowable under section 26 (b) (3) in respect of 
such dividends. Under this formula, therefore, the portion of the 
dividends paid from earnings or profits derived from sources within 
the United States cannot be used as the basis of a foreign tax credit 
if such portion is subject to the dividends received credit rule of 
section 26 (b) (3) 

The closing provisions of section 26 (b) of the code, which now follow 
immediately after paragraph (2) thereof, will be equally applicable 
to the provisions of paragraph (3), as added by this section. The 
amendments made by this section shall be applicable only with 
respect to taxable years beginning after December 31, 1950. 
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SECTION 312. JOINT RETURN AFTER FILING 
" SEPARA’ TE RETURN 


This section, for which there is no corresponding provision in the 
House bill, adds new subsection (g) to section 51 of the code to permit 
the filing of a joint return by a husband and wife in certain cases even 
though separate returns have already been filed for the taxable year. 

Paragraph (1) of section 51 (g) provides that an individual who 
has filed a separate return for a taxable vear for which a joint return 
could have been made by him and his spouse under section 51 (b) may 
make a joint return with his spouse for such taxable vear even though 
the time prescribed by law for filing the return for the taxable vear 
has expired. The joint return filed pursuant to section 51 (g) shall 
constitute the return of the husband and wife for such vear, and all 
payments, credits, refunds, or other repayments, made or allowed with 
respect to the separate return of either spouse previously filed, are to be 
taken into account in determining the extent to which the tax on the 
joint return has been paid. 

For the purpose of section 51 (g), the determination of whether 
an individual is married at any time during a taxable year shall be 
made in aecordance with the provisions of section 51 (b) (5). The 
fact that the taxpayer and his spouse are legally separated after the 
filing of separate returns for the taxable vear shall not deprive them 
of their right to file a joint return for the taxable year pursuant to 
section 51 (g). 

Paragraph (2) of section 51 (g) provides that the following payments 
must be made at or before the time of the filing of the joint return if « 
joint return is to be filed pursuant to such subsection: 

(A) All amounts previously assessed with respect to either 
spouse for such taxable vear; 

(B) All amounts shown as the tax by either spouse upon his 
separate return for such taxable vear; and 

(C) Any amount determined by the Commissioner, at the 
time of the filing of the joint return, as a deficiency with respect 
to either spouse for such taxable vear if, prior to the filing of the 
joint return, a notice under section 272 (a) of such deficiency has 
been mailed. 

Paragraph (3) of section 51 (g) provides that a joint return cannot 
be made pursuant to such subsection 

(A) After the expiration of 3 vears from the last day prescribed 
by law for filing the return for such taxable vear determined 
without regard to any extension of time granted to either spouse; 

(B) After a notice of deficiency under section 272 (a), with 
respect to the taxable year, has been mailed to either spouse if the 
spouse files a petition with respect to such notice with the Tax 
Court within the time prescribed in section 272 (a), that is, within 
the 90-day period after the mailing of the notice; 

(C) After either spouse has commenced a suit in any court for 
the recovery of any part of the tax for such taxable year; or 

(D) After either spouse has entered into a closing agreement 
under section 3760 with respect to such taxable year, or after 
any civil or ciminal case arising against either spouse with respect 
to such taxable year has been compromised under section 3761. 
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Paragraph (4) of section 5] (g) provides that if a joint return is 
made under such section, any election (other than the election to 
file a separate return) made by either Spouse in his separate return 
for the taxable year with respect to the treatment of any income, 
deduction, or credit of such Spouse shall not be changed in the making 
of the joint return Where such election would have been revocable 
if the joint return had not been made. Thus, if one spouse has made 
an irrevocable election to adopt and use the elective inventory method 
under section 22 (d), this election may not be changed upon making 
the joint return under section 5] (g). 

Paragraph (5) Of section 5] ‘S) provides that, if a joint return is 
made under such section after the death of either Spouse, such return 
with respect to the decedent can be made only by his executor or 
administrator. Thus, in the case where no executor or administrator 
IS appointed no joint return can be made under section Ol (g), 

‘aragraph (6) of section 51 (g) provides for additions to the tax 
In certain cases Where the amount shown as the tax by the taxpayer 
and his spouse on the joint return made under such subsection exceeds 
the ageregate of the amounts Shown as tax on the separate returns of 
the spouses, If ‘uly part of such excess js attributable to negligence, 
or intentional disregard of rules and regulations. at the time of the 
making of such separate return, but without any intent to defraud, 
5 percent of such excess js to be assessed, collected, and paid in the 
sale manner as if it were a deficiency, [f uny part of such excess js 
attributable to fraud at the time of the making of such separate return 
with intent to evade fax, 50 percent of such excess shall be assessed, 
collected, and paid in the same Manner as if it were a deficiency, 
This addition is (4 lieu of the 50 Percent addition to the lax provided 
IN section 3612 1) (2), 

Paragraph (7) of section 51 (¢) provides the rules for the application 
of sections 275 and 291, relating, respectively, to the Period of limita- 
tions upon assessment and collection, and to delinquent returns, 
Under such rules, a joint return made under such section shall be 
deemed to have been filed 

(A) On the date the last separate return of either spouse was 
filed for the taxable year, but not earlier than the last date 
Prescribed by law for filing the return of either Spouse, where 
both spouses filed separate returns prior to making the joint 
return under section Ol (g); 

(B) On the date of the filing of the separate return, but not 
earlier than the last day prescribed by law for the filing of such 
return, where only one Spouse is required to file a return prior to 
the making of tho joint return under section 51 (g): or 

(C) On the date of the filing of the joint return under section 

ol (g), where only one spouse filed a separate return prior to the 
making of the joint return under such subsection and the other 
Spouse had gross income of $600 or more for the taxable vear, 

For the purpose of section 51 (¢) (7), the last date Prescribed by law 

for filing the return for the taxable year shall include wy extension 
of time granted to either spouse. 

Paragraph (8) of section 51 (¢) Provides that, for the Purpose of 
section 322. relating to refunds and credits, a joint return made under 
section 5] (g) shall be deemed to have been filed on the last date 
Prescribed by law for filing the return for such taxable Vear and that 
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such date is to be determined without regard to any extension of time 
granted to either spouse. 

Paragraph (9) of section 51 (g) provides that, in the case of a joint 
return made under such section, the period of limitations provided 
in sections 275 and 276 shall include 1 vear immediately after the 
date of the filing of such joint return. The expiration of the 1 vear 
is to be determined without regard to the rules provided in section 
51 (g) (7), relating to the application of section 275 and 291 with 
respect to a joint return made under section 51 (g 

Paragraph (10) of section 51 (g) provides that, for the purposes of 
section 3809 (a), relating to criminal penalties in the case of a fraudu- 
lent return, the term ‘return’ includes a separate return filed by a 
spouse for the taxable vear for which a joint return is subsequently 
made under section 51 (g 

Subsection (b) of section 312 of the bill provides that section 51 


as added by subsection (a) of section 312, shall be applicable nly 


with respect to taxable vears beginning after December 31, 1950 


SECTION 318. MUTUAL SAVINGS BANKS, BUILDING AND 
LOAN ASSOCIATIONS, AND COOPERATIVE BANKS 


Section 313, for which there is no corresponding provision in the 
House bill, relates to income-tax treatment of mutual savings banks, 
building and loan associations, and cooperative banks, and is applicable 
only with respect to taxable vears beginning after December 31, 1951. 

Subsection (a) repeals section 101 (2) of the code (relating to 
exemption from tax of mutual savings banks 

Subsection (b) amends section 101 (4) of the code to repeal the 
exemption from tax of building and loan associations and cooperative 
banks. Credit unions without capital stock organized and operated 
for mutual purposes and witbout profit will remain tax-exempt under 
section 101 (4) of the code. 

Subsection (¢) amends section 5 (h) of the Home Owners Loan Act 
of 1933 (48 Stat. 132; 12 U.S. C., see. 1464 (h)), to repeal the exemp- 
tion of Federal savings and loan associations from Federal income tax 
in the case of taxable vears beginning after December 31, 1951 

Subsection (d) amends section 23 (k) (1) (relating to deduction from 
gross income of bad debts) to provide in the case of certain organiza- 
tions heretofore tax-exempt that the reasonable addition to a reserve 
for bad debts provided for under such paragraph shall be determined 
with due regard to the amount Hg: the taxpayer’s surplus or bad debt 
reserve existing at the close of December 31, 1951. This provision 
applies only to those organizs iene heretofore tax-exempt under sec- 
tion 101 (2), (4), and (15) who are denied exe _—— by the amend- 
ments made by this section of the bill; that is, it applies to a mutual 
tbe. bank not having capital stock represented by shares, a domes- 

c building and loan association (see subsection (h) for definition), and 
a : Shane bank without capital stock organized and operated for 
mutual purposes and without profit. These organizations will all be 
included in the definition of the term ‘‘bank’’ under section 104 (a) 
of the code after its amendment by subsection (g Each of these 
organizations may, subject to approval by the Secretary, select either 
the deduction method or the reserve method for bad debts on its first 
return of income. If the method selected is approved, it must be 
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followed in returns for subsequent years, except as permission may be 
granted by the Secretary to change to another method. It is con- 
templated that in fixing rules for the determination of reasonable 
additions to a reserve for bad debts, all appropriate factors will be 
taken into account including the amount of the taxpayer’s surplus 
and bad debt reserves at the close of December 31, 1951, reserve 
requirements of te Federal Deposit Insurance Corporation, and, if a 
moving average experience factor is used in determining the ratio of 
losses to outstanding loans, an appropriate period of experience. In 
the latter connection this will be an extended period of experience 
similar to that used ia the case ef commercial banks. Your committee 
believes a 25-year period should be used, in lieu of the 20-year period 
used for commercial banks, if such a period shows that larger bad 
debt reserves are required. 

Subsection (e) amends section 23 (r) (relating to the deduction from 
gross income of certain dividends paid by banking corporations) to- 
provide that in the case of mutual savings banks, cooperative banks, 
and domestic building and loan associations (for definition of domestic 
building and loan associations see section 3797 (a) (19) as added by 
section 313 (h) of the bill), there shall be allowed as deductions in 
computing net income any amounts paid to depositors or credited to 
the accounts of depositors as dividends on their deposits or with- 
drawable accounts. 

Subsection (f) amends section 23 of the code (relating to deductions 
from gross income) to provide a deduction for repayment to the 
United ~_— of certain loans made by the United States prior to 
September 1, 1951, by a mutual savings bank not having capital stock 
represented te shares. It provides that amounts paid by the taxpayer 
~_ ing the taxable vear in repayment of loans made prior to September 

1951, by the United States or any agency or instrumentality thereof 
which is wholly owned by the United States shall be allowed as a de- 
duction in computing net income of the taxpayer. An example for 
this purpose of an agency or instrumentality wholly owned by the 
United States would be the Reconstruction Finance Corporation. 

Subsection (g) amends section 104 (a) of the code (defining the term 
bank) to include, within the definition of bank, a domestic building 
and loan association. 

Subsection (h) amends section 3797 (a) of the code (relating to defini- 
tions for the purpose of the Internal Revenue Code) to define the term 
“domestic building and loan association”’ to mean a domestic building 
and loan association, a domestic savings and loan association, and a 
Federal savings and loan association, substantially all the business of 
which is confined to making loans to members. This amendment is of 
a clarifying nature and is not intended to change the existing meaning 
of a domestic building and loan association. 


SECTION 314. INCOME-TAX TREATMENT OF EXEMPT 
COOPERATIVES 


Subsection (a) of section 314, for which there is ne corresponding 
provision in the House bill, relates to the income-tax treatment of 
cooperatives. Subsection (a) of section 314 deals only with tax- 
exempt cooperatives and is applicable only with respect. to taxable 
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years beginning after December 31, 1951. Subsection (a) amends 
section 101 (12) of the code to bring the provisions presently con- 
tained therein under a subparagraph numbered (A) and to add after 
such subparagraph a new subparagraph numbered (B). Subpara- 
graph (B) of section 101 (12) provides that an organization exempt 
from taxation under the provisions of subpar: agraph (A) shall be sub- 
ject to the normal tax imposed on corporations by section 13 and to 
the surtax imposed on corporations by section 15 of the code, or to 
the alternative tax provided by section 117 (c) (1). However, in 
computing the net income of such an exempt cooperative for the pur- 
pose of such taxes there is allowed (in addition to the other deductions 
allowable under sec. 23 of the code) as deductions from gross income 
(1) amounts paid as dividends during the taxable year upon capital 
stock, and (il) amounts allocated during the taxable year to patrons 
with respect to income not derived from patronage (whether or not 
such income was derived during such taxable year) whether paid i 
cash, merchandise, capital stock, revolving fund certificates, retain cer- 
tificates, certificates of indebtedness, letters of advice, or in some other 
manner that discloses to each patron the dollar amount allocated to 
him. By the terms of section 101 (12) (A), the amounts which may 
be paid on capital stock is limited to the legal rate of interest in the 
State of incorporation of the cooperative or 8 percent per annum, 
whichever is greater, on the value of the consideration for which the 
stock was issued. ‘The amounts covered in (ii), above, refer to items 
of incidental income which a cooperative may realize and still retain 
its exemption, such as rental income from lease of premises to the 
United States Government. Since such income is not derived from 
patronage, allocation thereof to members, though based on patronage 
are not true patronage dividends. However, a deduction is allowed 
for amounts of such nonpatronage income, if allocated and paid to 
patrons on the basis of patronage. Such payments do not have to 
be made in cash but may be made in any manner that discloses to 
each patron the dollar amount allocated to him. If nonpatronage 
income is not allocated and paid to patrons according to patronage, 
the allocation or payment of such income to members or patrons 
would not be deductible under (11). 

The amounts for which deductions are allowed under section 101 
(12) (B) (i) and (i), as already indicated, are not patronage dividends 
as such term is commonly understood. Patronage dividends, rebates, 
or refunds are taken into account in computing the net income of a 
cooperative subject to 101 (12) (B) in the same manner as in the 
case of a cooperative organization not exempt under section 101 (12) 
(A). Patronage dividends, rebates, or refunds made after the close 
of the taxable year and on or before the 15th day of the third month 
following the close of such year are to be considered as made on the 
last day of taxable year to the extent they are attributable to patronage 
occurring before the close of such year. - 

It is to be noted that in computing (under sec 2 of the code) the 
net operating loss deduction provided by see ean, 3 (s) of the code, 
not only will the amounts allowable as deductions under section 101 
(12) (B) (i) and (ii) of the code as amended by the bill be taken into 
account but such computation will also reflect the patronage divi- 
dends, refunds, and rebates made by the cooperative which are taken 
into account in computing net income. 


») 
ps 








30 REVENUE ACT OF 1951 


Subsection (b) of section 314 amends section 101 of the Internal 
Revenue Code to provide that organizations described therein are 
exempt from tax except to the extent provided in paragraph (12) (B) 
of such section, and that, notwithstanding the fact that such organi- 
zations are subject to tax under paragraph (12) (B) of such section, 
they are still to be considered exempt from income tax for the purpose 
of any laws which refer to an organization exempt from income tax. 
Accordingly, such code provisions as section 26 (b) (credits for divi- 
dends received from a domestic corporation which is subject to tax) and 
section 141 (dealing with consolidated returns) do not apply to co- 
operatives taxable under section 101 (12) (B). 

Subsection (c) of section 314 amends section 148 of the code (relating 
to return of information by corporations) to add at the end thereof a 
new subsection (f) entitled ““Patronage Dividends.’’ Such subsection 
provides that any corporation (whether or not exempt from tax) 
allocating amounts as patronage dividends, rebates, or refunds 
(whether in cash, merchandise, capital’ stock, revolving-fund certifi- 
cates, retain certificates, certificates of indebtedness, letters of advice, 
or in some other manner that discloses to each patron the amount of 
such dividend, refund, or rebate) shall render a correct return stating 
(1) the name and address of each patron to whom it has made such 
allocations amounting to $100 or more during the calendar year, and 
(2) the amount of such allocations to each patron. If required by 
the Secretary, anv such corporation (whether or not tax-exempt) shall 
render a correct return of all patronage dividends, rebates, or refunds 
made during the calendar vear to its patrons, regardless of the amount 
or form thereof. The amendments made by subsection (c) of section 
314 applv with respect to the calendar year 1951 and subsequent 
calendar years. 

Subsection (d) of section 314 provides that in the event any law 
(other than sees. 143 and 144 of the Internal Revenue Code) enacted 
by Congress requires the withholding at source of tax on corporate 
dividends paid in cash, the requirement of withholding and the pro- 
visions of such law shall extend to patronage dividends, rebates, and 
refunds (whether paid in cash, merchandise, capital stock, revolving- 
fund certificates, retain certificates, or otherwise) in the same manner 
and to the same extent as is provided in such law with respect to 
corporate dividends paid in cash. 


SEC. 315. SURTAX ON CORPORATIONS IMPROPERLY 
ACCUMULATING SURPLUS 


This section, for which there is no corresponding provision in the 
House bill, amends section 102 (d) (1), which defines the term 
‘section 102 net income.’’ The amendment adds a new subparagraph 
(D) which provides that the excess of the net long-term capital gain 
for the taxable year over the net short-term capital loss for such year, 
minus the taxes imposed by chapter 1 of the code attributable to 
such excess, shall be deducted from net income in computing section 
102 net income. The taxes attributable to the excess of the net long- 
term capital gain over the net short-term capital loss shall be an 
amount equal to the difference between (1) the taxes imposed by 
chapter 1 of the code, except section 102, and (2) such taxes computed 
without including such excess in net income. The amendment made 
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by this section is applicable only with respect to taxable vears begin- 
ning after December 31, 1950. 


SECTION 316. ELECTION AS TO RECOGNITION OF GAIN 
IN CERTAIN CORPORATE LIQUIDATIONS 


This section, for which there is no corresponding provision in the 
House bill, amends section 112 (b) (7) of the code (relating to election 
as to recognition of gain in certain corporate liquidations), which 
section is applicable under existing law only in cases in which the 
liquidation was pursuant to a plan adopted after December 31, 1950, 
and the transfer of all the property under the liquidation occurred 
within one calendar month in 1951. The amendment made by this 


section extends section 112 (b) (7) for an additional vear and makes it 


applicable to cases in which the liquidation is pursuant to a plan 
Te a 


adopted after December 31, 1950, and the transfer of all the property 
under the liquidation occurs within one calendar month in 1951 or 
1952. The effect of the section is, in general, to postpone the recogni- 
tion of that portion of a qualified electing shareholder’s gain on the 


liquidation which would otherwise be recognized and which is attrib- 


utable to appreciation in the value of certain corporate assets 


ized by the corporation at the time such assets are distributed in 
complete liquidation. 


unhreai- 


Since the only amendment made by yvour committee to section 112 
(b) (7) is the insertion of the date 1952 after the date 1951 where it now 
appears in subparagraph (A) (i), the date August 15, 1950, is still 
applicable in subparagraphs (B), (&), and (4) of that section (relating 


to the definition of excluded corporations and relating to the recogni- 
tion of gain to the shareholders from the receipt of money or of stock 
or securities acquired by the liquidating corporation after such date 

This seetion also makes a technical amendment to section 113 (a 
(18) of the code, in order to make that section applicable to property 
acquired by an electing shareholder in a liquidation carried out under 
the provisions of section 112 (b 7), whether before or after its 
amendment by this section. 

Che amendments made by this section are applicable to taxable 
years ending after December 31, 1951. 


SECTION 317. CERTAIN DISTRIBUTIONS OF STOCK ON 
REORGANIZATION 


This section amends sections 112 (b) and 113 (a) of the code to 
provide for the tax treatment of certain distributions of stock on 
reorganization. For discussion of these provisions, see page 57 in 
part | of this report. 


SECTION 318. GAIN FROM SALE OR EXCHANGE OF TAX- 
PAYER’S RESIDENCE 


This section, which corresponds to section 303 of the bill as passed 
by the House, adds a new subsection (n) to section 112 of the code, 
which relates to the recognition of gain or loss. Paragraph (1) of the 
new subsection provides, in general, that any gain from a sale of 
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property used by the taxpayer as his principal residence (referred to 
hereinafter as the “old residence’’) will not be recognized if the tax- 
payer within a period beginning 1 year prior to the date of such sale 
and ending 1 year after such date purchases property and uses it 
as his principal residence (referred to hereinafter as the ‘“‘new resi- 
dence’’) except to the extent that the taxpayer’s selling price of the 
old residence exceeds the taxpayer’s cost of purchasing the new resi- 
dence. Such nonrecognition of gain is mandatory. The new sub- 
section does not change the treatment under existing law of loss from 
the sale or exchange of the t taxpayer’s residence. 

Whether or not property is used by the taxpayer as his residence, 
and whether or not property is used by the taxpayer as his principal 
residence (in the case of a taxpayer using more than one place of 
residence), depends upon all of the facts and circumstances in each 
individual case, including the bona fides of the taxpayer. The term 
“residence” is used in contradistinction to property used in trade or 
business and property held for the production of income. Neverthe- 
less, the mere fact that the taxpayer temporarily rents out either the 
old or the new residence may not, in the light of all of the facts and 
circumstances in the case, prevent the gain from being not recognized. 
For example, if the taxpayer purchases his new residence before he 
sells his old residence, the fact that he rents out the new residence 
during the period before he vacates the old residence will not prevent 
the application of this subsection. 

Where part of a property is used by the taxpayer as his principal 
residence and part is used for business purposes or in the production 
of income (as in the case where a part of the building in which the 
taxpayer resides is used as a store or office or is rented or in the case 
of a farm property) allocation must be made to determine the extent 
to which the new subsection applies. If the old residence is used 
only partially for residential purposes, a proper allocation of the gain 
and of the selling price is necessary; only that part of the gain allo- 
cable to the residential portion may be not recognized under the new 
subsection and only so much of the selling price as is allocable to 
such part of the property need be reinvested in the new residence. 
If the new residence is used only partially for residential purposes, 
then only so much of its cost as is allocable to the residential portion 
is counted as reinvestment for the purpose of the new subsection. 

Property used by the taxpayer as his principal residence may taclude 
a house boat or a house trailer. Paragraph (5) provides that the 
taxpayer's princip: . residence may also include stock held by a 
tenant-stockholder in a cooperative apartment corporation as those 
terms are defined Mh section 23 (z) (2) of the code, if the apartment 
which the taxpayer is entitled to occupy as such stockholder is used 
by him as his principal residence. Property used by the taxpayer 
as his principal residence does not taclude personal property such as a 
piece of furniture, a radio, ete., which, in accordance with the appli- 
cable local law, is not a fixture. 

Paragraph (2) (A) provides that an exchange by the taxpayer of his 
residence for other property shall be coasidered, for the purposes of the 
new subsection, to be a sale. Paragraph (2) (B) provides that where 
the taxpaver’s residence (as a result of its destruction in whole or in 
part, theft or seizure) is compulsorily or involuntarily converted into 
property or money, the destruction, theft or seizure shall also be 
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considered as a sale. Although paragraph (2) (B) does not specifically 
provide that an exercise of the power of requisition or condemnation 
shall be considered a sale, such events are nevertheless sales under the 
principle of Hawaiian Gas Products, Ltd. v. Commissioner (126 F.,, 
(2d) 4, cert. denied, 317 U.S. 653). 

For the purposes of this subsection, the acquisition of property 
which is used as the taxpayer’s principal residence upon an exchange 
of property by the taxpayer (under par. (2) (A)), or upon the compul- 
sory or involunts ary conversion of property used by the taxpayer as 
his principal residence as the result of its destruction, in whole or in 
part, theft, seizure, requisition, or condemnation (under par. (2) (B)), 
and the construction or reconstruction of a residence (under par. 
(2) (D)), shall be considered to be a purchase. The mere improve- 
ment of a residence, not amounting to reconstruction, does not consti- 
tute a purchase of such residence. 

The words “taxpayer’s selling price of the old residence” include 
the amount of any mortgage, trust deed, or other indebtedness to 
which such property is subject in the hands of the purchaser whether 
or not the purchaser assumes such indebtedness. Such words also 
include the face amount of any liabilities of the purchaser which are 
part of the consideration for the sale. Commissions and other selling 
expenses paid or incurred by the taxpayer on the sale of the old 
residence are not to be deducted or taken into account in deter mining 
the “‘taxpayer’s selling price of the old residence.” In the case of an 
exchange or conversion which is considered as a sale under this sub- 
section, the amount realized by the taxpayer upon such exchange or 
conversion shall be considered (under par. (2) (C)) to be the “taxpayer’s 
selling price of the old re sidence 

The words ‘‘taxpaver’s cost of f purchasing the new residence”’ also 
include such indebtedness to which the property purchased is subject 
at the time of purchase whether or not assumed by the taxpayer 
(including purchase-money mortgages, etc.) and the face amount of 
any liabilities of the t: ixpayer which are part of the consideration for 
the purchase. Commissions and other purchasing expenses paid or 
incurred by the taxpayer on the purchase of the new residence are to 
be included in determining the “taxpayer’s cost of purchasing the 
new residence.’’ In the case of an acquisition of a residence upon an 
exchange or conversion which is considered as a purchase under this 
subsection, the fair market value of the new residence shall be con- 
sidered as the “‘taxpayer’s cost of purchasing the new residence.” 

This section of the bill as passed by the House included in the 
“taxpayer's cost of purchasing the new residence” only so much of the 
cost as is attributable to acquisition, construction, reconstruction, or 
improvements made within the 2-year period of time a which the 
purchase of the new residence must be made in order to have gain 
not recognized under the amendment and which is prope oe chargeable 
to capital account rather than to current expense. Your committee 
has added a new subparagraph (G) to the proposed section 112 (n) (2 
to extend from 1 year to 18 months the time after the sale of the old 
residence within which the taxpayer must use a new residence, the 
construction of which was commenced by the taxpayer prior to the 
expiration of 1 year after the date of such sale, in order to have any 
of the gain on such sale not recognized, and within which the costs of 
constructing such a new residence will be considered as the “costffof 
purchasing the new residence.” 
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Where any part of the new residence is acquired by the taxpayer, 
for example, by gift, the value of such part is not to be included in 
determining the taxpaver’s cost of the new residence. If the tax- 
paver acquires a residence by gift or inheritance, and spends $10,000 
in reconstructing the residence, only $10,000 may be treated under 
paragraph (1) as the taxpayer’s cost of purchasing the new residence. 

Paragraph (6) of the proposed subsection provides that, if the tax- 
payer and his spouse, in accordance with the regulations which the 
Secretary shall prescribe pursuant to such paragraph, consent to the 
application of subparagraph (B) of such paragraph, the words ‘‘tax- 
payer’s selling price of the old residence” shall mean the taxpayer’s or 
the taxpaver and his spouse’s selling price of the old residence, and the 
words “‘taxpaver’s cost of purchasing the new residence” shall mean the 
cost to the taxpayer, or to his spouse, or to both of them, of purchasing 
the new residence, Whether such new residence is held by the taxpayer, 
or his spouse, or both. Such subparagraph (B) prov ides that so much 
ot coms CAN upon the sale of the old residence as is not ree ognized sol ‘ly 
by reason of paragraph (6) and so much of the adjustment to basis of 
the new residence under paragraph (4) of the new subsection as results 
solely by reason of paragraph (6) shall be allocated between the tax- 
paver and his spouse as provided for in the regulations which the 
Secretary shall prescribe. Paragraph (6) is applicable only if the old 
residence and the new residence are each used by the taxpayer and his 
spouse as their principal residence. If the taxpayer and his spouse do 
not consent to the application of ogre es (B), the recognition of 
gain upon the old residence shall be determined under the proposed 


subsection without regard to paragraph (6). The following examples 
will illustrate the applic ation of paragraph (6): 
Ierample (1).—A taxpayer, in 1951, sells for $10,000 the princi 


pal residence of himself and his wife, which he owns individually 
and which bas an adjusted basis to him of $5,000. Within a year 
after such sale he and his wife contribute $5,000 each from their 
separate funds for the purchase of their new principal residence 
which they hold as tenants in common, each owning an undivided 
one-half interest therein. If the taxpayer and his wife consent to 
the application of section 112 (n) (6) (B), it is anticipated that 
the regulations which the Secretary sball prescribe under such 
section will provide that the gain of $5,000 upon the sale of the 
old residence will not be recognized to the taxpayer, and the ad- 
justed basis of the taxpayer’s interest in the new residence will 
be $2,500 and the adjusted basis of the taxpayer’s wife’s interest 
in such property will be $2,500. 

Erample (2).—A taxpayer and his wife, in 1951, sell for $10,000 
their principal residence, which they own as joint tenants and 
which wee an adjusted basis of $2,500 to each of them ($5,000 
together). Within a year after suc h sale, the wife spends $10,000 
of her own funds in the purchase of a new principal residence for 
herself and the taxpayer and takes title in her name only. If the 
taxpayer and his wife consent to the application of section 112 
(n) (6) (B), it is anticipated that the regulations which the 
Secretary shall prescribe under such section will provide that the 
adjusted basis to the wife of the new residence shall be $5,000, 
and the gain of the taxpayer of $2,500 upon the sale of the old 
residence will not be recognized. The wife, as a taxpayer herself, 
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will have her gain of $2,500 on the sale of the old residence not 
recognized under paragraph (1) of section 112 (n). 

If the taxpayer sells or otherwise disposes of a new residence prior 
to the date of the sale of the old residence, paragraph (2) (2) provides 
that such new residence will not be considered as a new residence for 
the purposes of this subsection. And, if the taxpaver, within the 
specified period, purchases more than one property which is used by 
him as his principal residence during the 1 year succeeding the date 


t 
of the sale of the old residence, paragraph (2) (F) provides that only 


the last of such residences so used by him shall be considered a new 
residence for the purposes of this subsection. However, if the tax- 
payer’s new residence is destroyed, stolen, seized, requisitioned, con- 


1 


demned, or sold or exchanged under the threat or tmminence of requl- 
sition or condemnation within the year succeeding the date of the sale 


of the old residence, then, for the purpose of the preceding sentence 
such year is deemed to end on the date of the destruction, theft, 
seizure, requisition, condemnation, sale, or exchange. If within | 


vear prior to the sale of the old residence, the taxpayer sold other 
property used by him as his principal residence at a gain, and any part 


of such gain was not recognized under this subsection, paragraph (3 
provides that the subsection shall not apply with respect to the sal 
of the old residence. For the purposes of the preceding sentence, 


however, the destruction, theft, seizure, requisition, condemnation, or 


the sale or exchange under the threat or imminence of requisition o1 
condemnation shall not be considered as a sale. The following ex- 
ample will illustrate this paragraph: 

A taxpayer sells his old residence on January 15, 1951, ane 
purchases A new residence on February 15, 1951. On March 15 
1951, he sells the new residence and purchases a second new 
residence on April 15, 1951. The gain on the sale of the old 


residence on January 15, 1951, will not be recognized except to 


the extent to which the tax er’s sellu price of the old resi- 
dence exceeds his cost of purchasing the second new residenes 
purchased on April 15, 1951. Gain on the sale of the first new 
residence on March 15, 1951, will be recognized If, instead of 


selling the first new residence on March 15, 1951, such residene 
had been destroyed by fire on that date and insurance proceeds 
in cash had been received as a rest lt thereof, the vain on the 
sale of the old residence on January 15, 1951, will not be recog- 
nized except to the extent to which the taxpayer’s selling price 
of the old residence exceeds his cost of purchasing the new resi- 
dence purchased on February 15, 1951. And, gain on the invol- 
untary conversion by fire of the first new residence on March 15, 
1951, will not be recognized except to the extent to which the 
amount realized from such conversion exceeds the taxpaver’s 
cost of purchasing the second new residence purchased on April 
15, 1951. 

Paragraph (4) of the new subsection provides that where the pur- 
chase of a new residence results in the nonrecognition, under that 
subsection, of any part of the gain realized upon the sale of an old 
residence, then, in determining the adjusted basis of the new residence 
as of any time following the date of the sale of the old residence, the 
adjustments to basis shall include a reduction by an amount equal to 
the amount of the gain which was not recognized upon the sale of the 
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old residence. Such a reduction is not to be made for the purpose of 
determining the adjusted basis of the new residence as of any time 
preceding the sale of the old residence. For this purpose the amount 
of the gain not recognized under this subsection upon the sale of the 
old residence includes only so much of the gain as is not recognized 
because of the taxpayer's cost, up to the date of the determination of 
the adjusted basis, of purchasing the new residence. The following 
example will illustrate this paragraph: 

On January 1, 1951, the taxpayer buys a new residence for 
$10,000. On March 1, 1951, he sells for $15,000 his old residence 
which has an adjusted basis to him of $5,000. During April a 
wing is constructed on the new house at a cost of $5,000 and in 
May he builds a garage at a cost of $2,000. The adjusted basis 
of the new residence is $10,000 during January and February, 
$5,000 during March and April, and $7,000 following the comple- 
tion of the construction in May. 

Whenever a taxpayer sells property used as his principal residence 
at a gain the statutory period prescribed in section 275 of the code 
for the assessment of any deficiency attributable to any part of such 
gain will not expire prior to the expiration of 3 years from the date 
the Secretary is notified by the taxpayer, in accordance with such 
regulations as the Secretary may prescribe, of the cost of purchasing 
the new residence which the taxpayer claims results in the nonrecog- 
nition of any part of such gain, or of the taxpayer’s intention not to, 
or failure to, purchase a new residence within the period when such 
a purchase will result in the nonrecognition of any part of such gain. 
Such a deficiency may be assessed prior to the expiration of such 
3-year period notwithstanding the provisions of any other law or rule 
of law which might otherwise bar such assessment. 

Subsection (b) of the bill makes a number of technical amendments 
to other meson of the code which are necessitated by the addition 
of subsection (n) to section 112. The first such amendment provides 
that section 112 (f), relating to involuntary conversions, shall not 
apply in the case of property used by the taxpayer as his principal 
residence if the destruction, theft, seizure, requisition, condemnation, 
or sale or exchange under the threat or imminence of requisition or 
condemnation of such property occurred after December 31, 1950. 
The second such amendment provides that section 113 (a) (9), relating 
to basis of property acquired as a result of an involuntary conversion, 
shall not be applicable to property acquired as a result of a com- 
pulsory or involuntary conversion of property used by the taxpayer 
as his principal residence if the destruction, theft, seizure, requisition, 
condemnation, or sale or exchange under the threat or imminence of 
requisition or condemnation of such property occurred after December 
31, 1950. These sections are superseded in this situation by the 
new section 112 (n) and the new section 113 (b) (1) (K). The third 
such amendment adds a new subparagraph (IX) to section 113 (b) (1), 
relating to adjusted basis of property, which provides a cross-reference 
from such section to section 112 (n) (4). The fourth such amend- 
ment adds a new paragraph (7) to section 117 (h), relating to the 
determination of the holding period, to provide that in determining 
the period for which the taxpayer has held a residence the acquisition 
of which resulted under section 112 (n) in the nonrecognition of any 
part of the gain realized on the sale, exchange, or involuntary or 
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compulsory conversion of another residence, there shall be included 
the period for which such other residence had been held as of the 
date of such sale, exchange, or involuntary conversion. The last of 
such amendments adds a new subsection (e) to section 276, relating 
to the period of limitation upon assessment and collection, which 
provides a cross-reference from such section to section 112 (n) (7). 
Subsection (c) of the bill contains the effective date of the amend- 
ments made by this section of the bill. Such amendments are to be 
applicable to taxable vears ending after December 31, 1950, but the 


provisions of the proposed section 112 (m) (1) and (6) shall apply only 
with respect to residences sold, within the meaning of such section, 
after such date. A purchase of a new residence prior to December 31, 


1950, or in a taxable vear ending before January 1, 1951, shall, if 
otherwise qualified, be considered a new residence for the purpose of 
section 112 (n) (1) and (6) 


SECTION 319. PERCENTAGE DEPLETION 


This section corresponds to section 304 of the bill as passed by the 
House. The House bill granted a percentage depletion allowance at 
the rate of 5 percent in the case of deposits of asbestos, sand, gravel, 
stone (including pumice, scoria, and slate), brick clay, tile clay, shale, 
oyster shell, clam shell, granite, and marble. Your committee has 
granted percentage depletion in the case of asbestos at the rate of 10 
percent and has added to the above list sodium chloride and, if pro- 
duced from brine wells, calcium chloride, magnesium chloride, potas- 
sium chloride, and bromine. Your committee has removed slate 
from the parenthetical clause following stone and has included it as a 
separate item in this 5-percent category. The House bill increased 
the 5-percent rate of percentage depletion now allowed for coal to 10 
percent. Your committee has followed this treatment in the case of 
coal and has included in this new 10-percent category those minerals 
which the House bill would have allowed percentage depletion at a 
rate of 15 percent. These minerals are borax, fuller’s earth, tripoli, 
refractory and fire clay, quartzite, perlite, diatomaceous earth, 
metallurgical grade limestone, and chemical grade limestone. Your 
committee has also added wollastonite, magnesite, dolomite, and 
brucite to this 10-percent list, and has added aplite to the listed ma- 
terials now allowed percentage depletion at the 15-percent rate. 

Subsection (b) of this section makes a technical amendment to 
paragraph (2) of section 114 (b) of the code ia order to eliminate the 
necessity of listing by name those mines for which depletion based on 
discovery value is denied by reason of the allowance of percentage 
depletion. 

Your committee has made technical amendments to section 114 
(b) (4) (A) which do not alter its substance. The House bill changed 
the parenthetical clause, stating that thenardite produced from brines 
or mixtures of brine would be allowed percentage depletion, to state 
that thenardite, including thenardite from brines or mixtures of 
brine, would be permitted such allowance. Your committee believes 
that the same effect can be achieved by striking the parenthetical 
clause. 

The amendments made by this section shall be applicable only with 
respect to taxable years beginning after December 31, 1950. 
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SE _ ION 320. REDEMPTION OF STOCK TO PAY 
DEATH TAXES 


This section, for which there is no corresponding provision in the 
House bill, amends section 115 (g) (3) of the code, relating to the 
redemption of stock to pay death taxes. Under that section, section 
115 (g¢) (1), relating to the treatment as dividends of amounts dis- 
tributed in redemption of stock, is made inapplicable to amounts 
distributed in redemption of stock the value of which is included in 
determining the value of the gross estate of a decedent provided, 
among other limitatiens, that the value of the stock in such corpora- 
tion comprises more than 50 percent of the value of the net estate of the 
decedent. Under your committee’s amendment this 50-percent 
limitation is reduced to 25 percent. 

The amendment made by this section is applicable only with 
respect to taxable years ending on or after the date of enactment of 
this act but shall apply only to amounts distributed on or after such 
date. 


SECTION 321. EARNED INCOME FROM SOURCES WITHOUT 
THE UNITED STATES 


This section, for which there is no corresponding provision in the 
House bill, amends section 116 (a) (1) and (2), and section 1621 (a) 
(8) (A), of the Internal Revenue Code. 

Under existing law an individual citizen of the United States is 
permitted to exclude from gross income all amounts received from 
sources without the United States if (1) the taxpayer establishes to 
the satisfaction of the Commissioner that he has been a bona fide 
resident of a foreign country or countries throughout the entire taxable 
vear and (2) such amounts constitute earned income as specifically 
defined. Amounts paid by the United States or any agency thereof 
do not come within the exclusion privilege. 

If a citizen has been a bona fide resident of a foreign country or 
countries for a period of at least 2 years before the date on which 
he changes his residence from the foreign country to the United States, 
he is also permitted under section 116 (a) (2), relating to taxable vear 
of change of residence to the United States, to exclude from gross 
income earned income (as specifically defined) from sources without 
the United States which is attributable to that part of the period before 
the date of change in residence. This exclusion is also not permitted 
with respect to amounts paid by the United States or any agency 
thereof. 

ao disadvantages of section 116 (a) (1) and (2), as now written, 
are (1) that the citizen who assumes bona fide residence in a foreign 
po ina given taxable year after a portion of such year has e xpired 
is in no case permitted the exclusion with respect to that year irre- 
spective of the duration of the period of bona fide foreign residence in 
years subsequent to that in which such residence has been taken up, 
and (2) the residence requirement operates to deny the exclusion 
privilege to individual citizens of the United States who are e mployed 
in foreign countries for extended periods of time and have not in fact 
or law become a bona tide resident of a foreign country. 

This section amends section 116 (a) (1) to provide that an individual 
citizen of the United States will be permitted to exclude from gross 
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income all such earned income to which the section now relates which 
is attributable to an uninterrupted period of foreign residence, if the 
taxpayer establishes to the satisfaction of the Secretary that he has 
been a bona fide resident of a foreign country or countries for such 
uninterrupted period which includes an entire taxable year. This 
will permit the exclusion with respect to the part of the taxable year 
werent nt to the taxpayer’s becoming a bona fide resident, if the 
a r eventually comes within the other requirements of section 
116 (a) (1). The qualifying period of bona fide foreign residence must 
be continuous and uninterrupted; however, trips to the United States 
for purposes of business or vacation will not disqualify the taxpayer 


from satisfying bona fide residence requirements. The bona fide 
residence rule is the same as the present law. Present section 116 (a) 


(2), relating to the taxable vear of change of residence to the United 
States, is considered no longer to be necessary and is, therefore, 
deleted. 

This section also adds a new section 116 (a) (2) under the provisions 
of which an individual citizen of the United States will be permitted to 
exclude from gross income all amounts received from sources without 
the United States which constitute earned income (as specifically de- 
fined) attributable to any period of 18 consecutive months during 
which the taxpayer is physically present in a foreign country or coun- 
tries for a total of at least 510 full days. Thus, if a citizen is unable 
to satisfy the bona fide residence requirement of section 116 (a) (1), he 
has the alternative of satisfying the physical-presence test prese ribed 
by section 116 (a) (2). In computing the minimum of 510 full days 
of physical presence in a foreign country or countries, all separate 
periods of such presence during the period of 18 consecutive months 


are to be aggregated. Amounts paid by the United States or any 
agency thereof do not come within this exclusion privilege. 
This section also amends section 1621 (a) (8) (A) of the Internal 


Revenue Code in order (1) to adapt provisions respecting collection 
of income tax at source on wages to the substantive changes made by 
this section of your committee’s bill and (2) to eliminate double 
withholding of income tax from wages in certain circumstances. By 
virtue of this amendment, collection of income tax at source on wages 
will not be required in the case of wages paid by any employer (other 
than the United States or anv ageney thereof) for services performed 
in a foreign country by a U nited States citizen, if it is reasonable to 
believe that such remuneration will be excluded from gross income 
under the provisions of section 116 (a) (1) or However, wages 
paid to a citizen of the United States by a private emplover for services 
performed in the United States will be subject to withholding, even 
though such citizen is a bona fide resident of a foreign country. In 
addition, section 1621 (a) (8) (A) is so amended by this section that 
collection of income tax at source on wages will not be required in the 
case of wages paid by any employer (other en9 an the United States or 
any agency thereof) for services performed in a foreign country by a 
United States citizen if, at the time of eseiaiahe of the wages, the 
employer is required by the oo of such foreign country to withhold 
income tax upon such wages. 

The amendment made to section 116 of the code will be applicable 
to taxable years beginning after December 31, 1950. The amendment 
made to section 1621 thereof will be applic ‘able with respect to wages 


paid on or after January 1, 1952 
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SECTION 322. CAPITAL GAINS AND LOSSES 


This section, which corresponds to section 305 of the bill as passed 
by the House, revises the tax treatment of capital gains and losses in 
the case of a taxpayer other than a corporation. 

Under present law, in the case of a taxpayer other than a corpora- 
tion, gain or loss from the sale or exchange of a capital asset held for 
more than 6 months (long-term capital gain or loss) is only 50 percent 
taken into account in computing net income, and gain or loss from 
the sale or exchange of a capital asset held for 6 months or less (short- 
term capital gain or less) is 100 percent taken into account in comput- 
ing net income. Hence $1 of short-term capital loss may offset $2 of 
long-term capital gain. For example, an individual having a short- 
term capital loss of $1 million would pay no tax upon a long-term 
capital gain of $2 million. 

In the case of a corporation present law requires that short-term 
capital loss (or gain) offset long-term capital gain (or loss) dollar for 
dollar instead of at the 2-to-1 ratio just described. Under the amend- 
ments made by this section of the bill, short-term capital loss (or gain) 
and long-term capital gain (or loss) will also offset each other dollar for 
dollar in the case of a taxpayer other than a corporation. 

The essentials of the new treatment of taxpayers other than corpo- 
rations are as follows: 

1. Capital gains (whether long-term or short-term) will be 100 per- 
cent taken into account in computing gross income. 

2. Capital losses (whether long-term or short-term) will be 100 per- 
cent taken into account as deductions in computing net income; except 
that (as under present law) such losses may be allowed only to the 
extent of capital gains plus the smaller of (a) $1,000 or (b) the net 
income (or adjusted gross income in case Supplement T is aks of the 
te pane computed without regard to capital gains and losses. 

A new deduction from gross income is provided, to be computed 
as follows: As under present law, the taxpayer will merge his short- 
term capital gains and losses to obtain his net short-term ¢ apital gain 
or loss, as the case may be; and will merge his long-term capital gains 
and losses (taken into account 100 percent) to obtain his net long- 
term capital gain or loss, as the case may be. A taxpayer having a 
net long-term capital gain will then reduce it by any net short-term 
capital loss and will take as a deduction one-half of any remaining 
excess. This new 50-percent deduction for the excess of net long- 
term capital gain over net short-term capital loss supersedes the 50- 
percent inclusion of long-term capital gains and losses provided by 
present law. 

As under present law, a taxpayer having an excess of net long- 
term capital gain over net short-term capital loss is permitted to 
compute an alternative tax by combining a flat percentage of such 
excess with a partial tax computed in the regular manner upon the 
balance of his net income. 

Subsection (a) of this section adds a new subsection (ee) to section 
23 of the code and amends section 117 (b) of the code (which hereto- 
fore has prescribed the percentages of gain or loss taken into account), 
so as to provide the new deduction for 50 percent of the excess of 
net long-term capital gain over net short-term capital loss. An estate 
or trust is required to exclude, in computing this deduction, capital 
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gain which under section 162 (b) or (ec) is includible as such by its 
income beneficiaries. 

The following examples will illustrate the differences in the com- 
putation of net income under present 8 and under the new treatment 
ment in the case of an individual who, it is assumed, has net income 
of $8,000 computed without regard to ck al gains and losses: 

Example (1).—Assume that the individual realizes $2,000 of long- 
term capital gain and $1,500 of short-term capital loss during the 
taxable vear. Under present law one-half of the gain ($1,000) is 
includible in gross income, the $1,500 loss is allowable, and the net 
income is $7,500. Under the new treatment the entire $2,000 of the 
gain is includible in gross income, the $1,500 loss is allowable, a dedue- 
tion under section 23 (ee) is also allowed in the amount of $250 
(one-half of the excess of the gain over the loss), and the net income is 
$8,250. 


Example (2).—-Assume that the individual realizes $3,000 of long- 
term capital loss and $2,000 of short-term capital gain during the 
taxable vear. Under present law the $2,000 gain is inecludible in gross 


income, the one-half of the loss ($1,500) taken into account is allow- 
able, and net income is $8,500. Under the new treatment the $2,000 
gain is includible in gross income, the $3,000 loss is allowable, and net 
income is $7,000. 

Exvample (3).—Assume that the individual realizes $3,000 of long- 
term capital loss and $2,000 of short-term capital loss during the tax- 
able year. Under present law net income is $7,000, and the taxpayer 
may carry peste to be used as short-term capital loss in the five 


succeeding vears, $2,500 (the short-term capital loss, $2,000, plus 
one half of ihe long-term — loss, $1,500, less the loss allowed in 
the current vear, $1,000). Under os new treatment net income is 


also $7,000, but the taxpaver may carry forward, to be used as a 
short-term capital loss in the five a iz vears, $4,000 (the aggre- 
gate losses of $5,000 less the $1,000 allowed in the current vear) 


Subsection (b) of this section amends section 117 (c) (2) of the code 
(relating to alternative tax in the case of a eumienen other than a 
corporation). The purpose of this amendment is to conform the 


computation of the alternative tax to the new treatment of capital 
gains and losses. Because of the deduction provided by sections 
23 (ee) and 117 (b), as amended, net income under the new treatment 
will include only 50 percent of the excess of net long-term capital cain 
over net short-term capital loss. Hence it has been necessary to pro- 
vide that the partial tax, to be computed at the rates and inthe 
manner as if section 117 (c) had not been enacted, shall be computed 
upon the net income reduced by only such 50 percent of the excess. 
The amount to be added to the partial tax, to arrive at the total tax, 
iS ¢ ‘computed by taking 25 percent of the whole excess of net long-term 
capital gain over net short-term capital loss. 

The application of section 117 (ce) (2), as amended, may be thus 
illustrated: Assume that for the calendar year 1952 an individual has 
net income of $90,000 computed as follows: $50,000 of ordinary net 
income, and an $80,000 excess of net long-term capital gain over net 
short-term capital loss, with a deduction of $40,000 allowable under 
section 23 (ee) with respect to such excess. The first step is to com- 
pute a partial tax upon $50,000 under the provisions of sections 11 


and 12; this partial tax is $28,672. The second step is to take 25 
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percent of $80,000 (excess of net long-term capital gain over net 
short-term capital loss), which is $20,000. The alternative tax is, 
therefore, $48,672. 

Subsection (c) (1) of this section amends section 22 (n) to provide 
that the new et ‘tion allowed by section 23 (ee) shall be taken in 
computing adjusted gross income. 

Subsections (c) (2) and (3) make conforming amendments to sections 
117 (a) (2), 117 (a) (4), and 117 (j) (2) (A). As amended, these 
sections deal with specified types of gains “if and to the extent taken 
into account in computing gross income.” Although the percentage 
inclusion provisions have been eliminated from section 117 (b), this 
limiting expression is necessary in order to eliminate any gain which 
for any reason is not includible in gross income for the taxable year. 

Subsection (ce) (4) of this section makes a conforming ame ndment 
to section 122 (d) (4) of the code (relating to computation of the net 
operating loss deduction). — principle enunciated by the Supreme 
Court in the Reo Motors. Ine. . Commissioner (338 U. m 442), (which 
disapproved the decision in ietdasteacaaee v. Moore, Inc. (151 F. (2d) 
527)) will govern in applying the effective date provisions with 
respect to this amendment 

Subsection (c) (5) of this section amends section 162 (a) of the code 
(relating to deductions of a trust or estate). This amendment merely 
makes certain that the principle of United States v. Benedict, et al. 
(338 U.S. 692) and related cases will continue under the bill as under 
existing law, namely, that appropriate adjustment of the deductions 
under section 162 (a) is to be made on account of the applicable 
treatment of capital gains and losses. 

Subsection (d) of this section provides that the amendments made 
by the section shall be applicable only with respect to taxable years 
beginning on or after the date of enactment of the bill. The treat- 
ment of capital gains and losses of vears beginning before such date 
is not affected by these amendments for any purpose, including the 
determination under section 117 (e) of the amount of the capital 
loss or of the net capital gain for any taxable year sR before 
such date. Thus, in the case of a taxpayer whose taxable year is a 
calendar vear, a net capital loss for the calendar year 1950, ed the 
net capital gain for 1951, would be computed without regard to the 
amendments even though the loss is carried forward under 117 (e) of 
the code to the calendar year 1952, a year to which the amendments 
will be applicable. In determining the amount of the net capital loss 
for 1950 which can be carried over under’section 117 (e) to 1953, the 
computation of the net capital gain for 1952 would, of course, be 
computed with regard to the amendments made by this section. 


SECTION 323. SALE OF LAND WITH UNHARVESTED CROP 


This section, for which there is no corresponding provision in the 
House bill, amends section 117 (j) of the code (relating to sale, 
exchange, or conversion of property used in the trade or business) 
to provide that, under certain conditions, an unharvested crop shall 
be considered as property used in the trade or business. Whether 
gain or loss from the sale, exchange, or conversion of such a crop 
will, as a result of this amendment, be treated as gain or loss from the 
sale or exchange of a capital asset held for more than 6 months will 
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depend upon the application of section 117 (j) to that and other 
transactions of the taxpayer. 

Subsection (a) (1) of this section amends section 117 (j) (1) to 
provide that the term “property used in the trade or business”’ includes 
an unharvested crop to which paragraph (3) of section 117 (j) is 
applicable. 

Subsection (a) (2) adds a new paragraph (3) to section 117 (j) to 
provide that when an unharvested crop on land used in the trade or 
business and held for more than 6 months is sold or exchanged (or 
compulsorily or involuntarily converted as a result of destruction in 
whole or in part, theft or seizure, or an exercise of the power of 
requisition or condemnation or the threat or imminence thereof) 
with such land and at the same time and to the same person, such 
crop shall be considered as “property used in the trade or business.”’ 
The length of time for which the crop, as distinguished from the land, 
has been held is immaterial 

Subsection (b) of this section amends section 24 of the code to 
add a new subsection (f) thereto and amends section 113 (b) (1) of 
the code to add a new subparagraph (L) thereto, so as to provide 
that deductions attributable to the production of an unharvested 
crop, which is considered as property used in the trade or business 
under section 117 (j) (8), shall not be allowed in computing net 
income but must be capitalized by making an appropriate adjustment 
to basis. Such deductions shall be so treated whether or not the 
taxable vear involved is that of the sale, exchange, or conversion of 
such crop and whether they are for expenses, depreciation, or other 
items. 


Subsection (¢) of this section pr ivides that the amendments made 

bv this section shall be applicable only with respe { to sp! s, exchanges. 
} ; ‘ } 

or conversions occurring in taxable vears beginning after December 


31, 1950. 
SECTION 324. SALES OF LIVESTOCK 


This section amends section 117 (j) of the code to provide for the 
tax treatment of livestock. See page 41 of part I of this report for 
the discussion of this amendment. 


SECTION 325. TAX TREATMENT OF COAL ROYALTIES 

This section corresponds to section 307 of the House bill. Your 
committee, however, has made several changes. 

Subsections (a), (b), and (c) of this section of the bill amend see- 
tions 117 (j) (1) and 117 (k) (2) of the code, which relate, respectively, 
to the definition of property used in the taxpayer’s trade or business 
and to gain or loss upon the cutting of timber. 

The amendment to section 117 (k) (2) provides that if coal which 
has been owned by the taxpayer for more than 6 months is disposed 
of by him under any form or type of contract by virtue of which he 
retains an economic interest in the coal, the difference between the 
amount received for the coal and the adjusted depletion basis thereof 
under section 114 (b) (1) shall be treated as a gain or loss, as the case 
may be, upon the sale of the coal. The amendment to section 117 
(j) (1) ineludes within the term ‘‘property used in the trade or busi- 
ness’”’ coal to which section 117 (k) (2) is applicable. The net effect of 
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these two amendments is to treat the difference between the amount 
received for the coal and the adjusted depletion basis thereof as gain 
or loss to which Section 117 (}) is applicable: whether such gain or loss 
will be deemed to be gain or logs from the sale of a capital asset held 
more than 6 months will depend upon the application of section 117 
(j) to these and other transactions of the taxpayer, 

An owner Shall not be entitled to the allowance for Percentage 
depletion Provided for in Section 114 (b) (4) With respect to amounts 
received any part of which are considered to be received from the sale 
of coal under section 117 (k) (2), as amended by this section. The 
adjusted depletion besis under section 114 (b) (1) shall. for the 
Purposes of section 117 (k) (2), as amended by this section, include 
adjustments for development and exploration expenditures and for 
deductions under section 113 (b) (1) WJ) and (M), as added by sec- 
tions 309 and 341 of this bill. 

‘our committee has expressly provided in this section that the term 
“coal’”’ includes lignite. 

‘nder the House bill it was Provided that the amendment made by 
this section would not apply ia aay case where the taxpayer was 
Personally obligated to pay any part of the cost of operations after 
the disposal of the coal with respect to the mining thereof. In lieu 
of this Provision, it has been Provided that the amendment made by 
this section shall not apply with respect to any of the lacome realized 
by the laxpayer as a co-adventurer. partner, or Principal in the busi- 
hess of cutting the timber or mining the coal. 

‘our Committee has added Provision to section 117 (k) (2) to the 
effect that the date of the disposal of the coal or timber shall be 
deemed to be the date such coal is mined or such timber is cul, rather 
than the date of the royalty contract as it was held in Springteld 
Plywood Corporation (15 or. . No. Q] (1950) .. 

For the Purpose of clarification, your committee has also expressly 
Provided that. in determining the gross income, the adjusted gross 
come, or the net income of the lessee, the deductions allowable 
with respect to rents and royalties shal] be determined Without regard 
to the provisions of section 117 (k) (2), as amended by this section, 

Subsection (d) of this section makes a technica] amendment to sec- 
tion 481 (x) (4) of the code go as to exclude gain or loss from the dis- 
posal of coal to Which section L17 (j) is applicable in determining the 
het earnings of an individual from self-employment. 

Subsection (e) of this section of the bill, for Which there js no 
corresponding Provision in the House pill. contains amendments 
designed to conform section 433 (relating to Computation of excess 
profits net income) and section 440 (@) (1) (relating to definition of 
inadmissible assets) to the principles of the amendments made to 
Sections 117 (J) (1) and 117 (k) (2), 

A new subsection (d) is added to section 433 to provide in substance 
that excess profits net income for taxable years in the base period 
Shall be computed as if the Provisions of sections 117 (j) (1) and 
117 (k) (2) Which relate to disposals of coal, were a part of the law 
applicable to the taxable year in the base period for which the excess 
profits net income is being computed. The effect of this amendment 
is to treat the difference between amounts received upon the disposal 
of coal in the base period and the adjusted depletion basis thereof as 
gain or loss to which section 117 (j) is applicable if such would have 
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been the effect of the transaction under section 117 (k) (2) if such 
section, as amended, had been applicable to the taxable year in which 
the amounts were received. Similarly, in the case of such a disposal 
of coal in a base period year, a further adjustment is to be made to 
eliminate any allowance for percentage depletion (to the extent such 
allowance exceeds the amount allowable for cost depletion) with respect 
to amounts received any part of which would be considered to be 
received from the sale of coal under section 117 (Ik) (2). 

The amendment to section 440 (a) (1) would add a new subpara- 
graph (C) so as to treat as an inadmissible asset the economic interest 
in the coal properties referred to in section 117 (k) (2), if the taxpayer 
is subject to the provisions of section 117 (k) (2) with respect to the 
income from such coal. 

Except as provided in subsection (e), the amendments made by this 
section shall be applicable only with respect to taxable vears ending 
after December 31, 1950 (whether the contract was made on, before, or 
after such date), but shall apply only with respect to amounts received 
or accrued after such date. The amendments made by subsection (e 
shall be applicable for all purposes in computing the excess profits tax 
for taxable vears ending after December 31, 1950. For example, 
computing such tax for 1951 in the case of a taxpayer on the cale ine, 
year basis, the new definition of inadmissible assets is applicable in 
computing yearly base period capital under section 435 (f), original 
inadmissible assets under section 435 (g), and total assets under 
section 442 (f) 


SECTION 326. COLLAPSIBLE CORPORATIONS 


This section corresponds to section 308 of the House bill. Your 
committee, however, has made the amendments made by this section 
applicable to taxable years ending after August 31, 1951 (but only 
with respect to gain realized after such date), rather than to taxable 
years beginning after December 31, 1950. 

This section of the bill amends section 117 (m) of the code, relating 
to collapsible corporations. Section 117 (m) (2) (A) defines the term 
“collapsible corporation.”” Such a corporation is presently defined as 
a corporation formed or availed of principally for the manufacture, 
construction, or production of property, or for the holding of stock in 
a corporation so formed or availed of, with a view to (i) the sale o 
exchange of stock by its shareholders (whether in liquidation or other- 
wise), or a distribution to its shareholders, prior to the realization by 
the corporation manufacturing, constructing, or producing the prop- 
erty of a substantial part of the net income to be derived from such 
property, and (ii) the realization by such shareholders of gain at- 
tributable to such property. This section of the bill adds to such 
definition the case of a corporation formed or availed of principally 
for the purchase of property which (in the hands of the corporation) is 
property described in section 117 (a) (1) (A) (stock in trade, ete.), or 
for the holding of stock ina corporation so formed or availed of. with 
a view to (i) the sale or exchange of stock by its shareholders (whethe 
in liquidation or otherwise), or a distribution to its shareholders, prior 


to the realization by the corporation purchasing the property of a 


substantial part of the net income to be derived from such property, 
and (ii) the realization by such shareholders of gain attributable to 


such property. 
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It is immaterial, for the purpose of the amendment made by this 
section of the bill, whether the purchase of the property in question 
is made from the shareholders of the corporation or from persons 
other than the shareholders of the corporation. The property, how- 
ever, must be property which, in the hands of the corporation, is 
property of a kind described in section 117 (a) (1) (A). Section 117 
(a) (1) (A) excludes from the definition of ‘‘capital assets’’ set forth 
in section 117 (a) (1), “stock in trade of the taxpayer or other prop- 
erty of a kind which would properly be included in the inventory of 
the taxpayer if on hand at the close of the taxable year, or property 
held by the taxpayer primarily for sale to customers in the ordinary 
course of his trade or business.’’ It is assumed that property which, 
in the hands of an ordinary corporation, would be property of a kind 
described in section 117 (a) (1) (A) would also be such property in 
the hands of a corporation, formed or availed of within the meaning 
of section 117 (m). 

In order to conform the other provisions of section 117 (m) to the 
above amendment, necessary changes have been made therein. 

The amendments made by this section are applicable to taxable 
years ending after August 31, 1951, but only with respect to gains 
realized after such date, but it is specifically provided that the deter- 
mination of the tax treatment of gains realized prior to September 1, 
1951, shall be made as if this section had not been enacted and without 
inferences drawn from the fact that the amendments made by this 
section to section 117 (m) are not made applicable to such gains and 
without inferences drawn from the limitations contained in section 
117 (m), as amended by this section. 


SECTION 327. DEALERS IN SECURITIES—CAPITAL GAINS 
AND ORDINARY LOSSES 


This section adds a new subsection (n), relating to the treatment of 
capital gains and ordinary losses by dealers in securities, to section 117 
of the code. The section is the same as section 309 of the House bill 
except that the treatment of losses in the case of a bank is qualified SO 
as to be consistent with the treatment provided in section 117 (i). 

Under existing law, a taxpayer may be considered as a dealer with 
respect to certam securities and as an investor with respect to other 
blocks of securities. Under present court decisions, it is possible for a 
dealer to shift securities from an investment account to an inventory 
account or vice versa, thereby affording an opportunity for converting 
what should be ordinary gain into capital gain and what should be 
capital loss into an ordinary loss. Section 117 (n), as added by this 
section of the bill, provides rules designed to prevent a dealer from 
obtaining the most beneficial tax result by a shift in securities from 
one account to another, or by insufficient identification of the securities 
alleged to be within a particular account. 

Paragraph (1) of subsection (n) provides rules for the treatment of 
capital gains by a dealer in securities. Under this paragraph, gain by 
such a dealer from the sale or exchange of a security shall in no event 
be considered as gain from the sale or exchange of a capital asset unless 
(A) the security is, prior to the expiration of the thirtieth day after its 
acquisition or after the date of enactment of this act (whichever is 
later), clearly identified in the dealer’s records as a security held for 
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investment; and (B) the security is not, at any time after the expiration 
of such thirtieth day, held by the dealer primarily for sale to customers 
in the ordinary course of the trade or business. It is contemplated 
that the regulations may prescribe the methods of identification which 
will adequately earmark the security as one held for investment. 

The provisions of section 117 (n) (1) are intended to operate only 
in the case where gain from the sale of a security would, but for 
the provisions of such paragraph, be considered to constitute capital 
gain. Thus, f a security sold by a dealer would be considered, but 
for section 117 (n) (1), to constitute the sale of a security held for 
investment, gain from the sale of such security will nonetheless not 
be considered as capital gain unless the security has been properly 
identified within the 30-day period in the dealer’s records as held 
for investment and is at no other time thereafter held for sale to 
customers in the ordinary course of the trade or business. However, 
the mere fact that a security, which is actually held by the dealer 
for sale to customers in the ordinary course of the trade or business 
is identified as required by this section as a security held for invest- 
ment, will not cause the gain from the sale of the security to be 
treated as capital gain. 

Section 117 (n) (2 provides the rule for treatment of ordinary 
losses by a dealer in securities. This rule is that a loss from the sale 
or exchange of a security shall be considered as a capital loss if at 
any time after the thirtieth day followimg the date of enactment of 
this act the security was clearly identified in the dealer’s records as a 
security held for investment The effect of section 117 (n 2) 1s 


that, if a security has once been identified as held for investment, a 
loss on the subsequent disposition of such security shall in no event 
be considered as a2 loss from the sale or CX hange ol property which 
is not a capital asset. Your committee has added a qualification not 
specifically contained in the House bill which excepts from the appli- 
cation of section 117 (n) (2) transactions described tn section 117 (i 
providing in substance that, in the case of a bank, if losses from sales 
or exchanges of certain types of obligations exceed the gains from 
such sales or exchanges. the excess of such losses are considered as 
ordinary losses. Under your committee’s amendment, the provisions 
of section 117 (n) (2) wil not apply if section 117 (i) is applicable 

For the purposes of section 117 (n) the term “security”? means any 
share of stock in any corporation, any certificate of stoek or interest in 
any corporation, a note, bond, debenture, or evidence of indebtedness, 
or any evidence of an interest in or right to subscribe to any of the 
foregoing. 

The amendment made by this section is applicable only with respect 
to sales or exchanges made after the expiration of the thirtieth day 
after the date of enactment of this act 


SECTION 328. RECEIPTS OF CERTAIN TERMINATION 
PAYMENTS BY EMPLOYEE 

This section, for which there is ho corresponding provision in the 

House bill, adds a new subsection (0) to section 117 of the code, to 


_provide that certain payments received by an employee after the 
termination of his employment, which under existing law are taxable 
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as ordinary income, shall be treated as gains from the sale or exchange 
of a capital asset held for more than 6 months. 

The provisions of section 117 (0) are applicable solely to amounts 
received from the assignment or release by an employee of all his 
rights to receive, after termination of his employment, a percentage of 
future profits or receipts of his employer. (By future profits and 
receipts is meant only such as are attributable to a period subsequent 
to the termination of employment.) Under this section, capital gain 
treatment is accorded to such amounts provided that the following 
conditions are met: 

(1) the employee must have been an employee of the employer 
whose future profits or receipts are involved for a period of at 
least 20 vears prior to the assignment or release, 

(2) the full rights to the percentage of the future profits or 
receipts which are the subject of the assignment or release must 
have been incorporated in the terms of the employment of the 
employee for a period of at least 12 vears; 

(3) the assignment or release must be made after a complete 
and bona fide termination of the employment and must convey 
all the rights of the employee to such future earnings and profits, 
and must convey no other rights of the employee; and 

(4) the total of the amounts received for the assignment or 
release must be received after such bona fide termination of 
employment and in one taxable year of the employee. 

The provisions of section 117 (0) are applicable to taxable years 
beginning after 1950. 


SECTION 329. NET OPERATING LOSS CARRY-OVER 


This section, for which there is no corresponding section in the bill 
as passed by the House, amends section 122 (b) (2) relating to the 
amount of net operating loss carry-overs. Subsection (a) of the sec- 
tion amends subparagraph (A) of paragraph (2) which in its present 
form provides that the net operating loss for a taxable year beginning 
before January 1, 1950, may (to the extent not absorbed as a carry- 
back) be carried forward to the next two succeeding taxable years. 
Under the amendment the provision for the 2-year carry-over is 
restricted to taxable years beginning before January 1, 1948, with a 
cross-reference to new subparagraph (D), added by subsection (b) of 
this section, which provides an exception to the provisions of subpara- 
graph (A) as amended. 

Subsection (b) of this section amends section 122 (b) (2) by adding, 
after subparagraph (B) thereof, two new neue (C) and (D). 
Subparagraph (C) provides that a net operating loss for any taxable 
year beginning after December 31, 1947, and before January 1, 1950, 
may (to the extent that it is not absorbed as a carry-back) be carried 
forward to the four succeeding taxable years. Under the terms of the 
amendment this provision is applicable to corporate and noncorporate 
taxpayers alike and without regard to when such taxpayers commenced 
business. The added subparagraph (D), however, is made applicable 
only to corporations which commenced business after December 31, 
1945, and provides that a net operating loss of any such corporation 
for a taxable year beginning after December 31, 1945, and before 
January 1, 1948, may also be carried forward to the four succeeding 
taxable years. 
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It will be noted, of course, that a corporation which began business 
in any of the years in the period 1946 through 1949, is covered under 
subparagraph (D) in respect of 1946 or 1947 net operating losses and 
under subparagraph (C), which applies to all taxpayers, for 1948 or 
1949 losses. 

This section of the bill does not change the 2-year carry-back pro- 
visions of existing law in respect of taxable years beginning before 
January 1, 1950, nor does it change the provisions of existing law for 
a l-year carry-back and 5 years carry-over, applicable to taxable 
vears beginning after December 31, 1949. 

The amendments made by this section are not applicable in com- 
puting the net operating loss deduction for any taxable year beginning 
before January 1, 1949, but apply only to the computation of such 
deduction for taxable years beginning after December 31, 1948. 


SECTION 330. STOCK OPTIONS 


This section of the bill, for which there is no corresponding section 
in the bill as passed by the House, amends subsection (d) of section 
130A, relating to definition of the term “restricted stock option.”’ 
The introductory phrase ‘As used in this section,”’ immediately after 
the heading of subsection (d), is changed by the amendment to read 
“For the purposes of this section’ and a new paragraph (5) is added 
which provides that if the grant of an option is subject to stockholder 
approval, the date of the grant of the option shall be determined as if 
the option had not been subject to stockholder approval. The 
amendment relates solely to stockholder approval, and its effect is to 
eliminate stockholder approval as a factor to be considered in de- 
termining, for the purpose of section 130A, the time or date of the 
grant of an option made subject to such approval. 

The amendment applies alike to conditions for stockholder approval 
that are express and those that may be implied from some pertinent 
provision of the corporation’s articles of incorporation or bylaws or 
from applicable corporate law or regulation, and also applies to the 
situation where the grant of an option is voluntarily submitted to 
stockholders for approval notwithstanding the absence of any express 
or implied requirement that such approv: al be obtained. 

The amendment applies not only to the original grant of an option 
subject to stockholder approval but to any modification, extension, 
or renewal of the terms of such an option which requires stockholder 
approval. 

The amendment is made effective as if it had been enacted as a 
part of section 218 of the Revenue Act of 1950. 


SECTION 331. CREDIT FOR TAXES OF FOREIGN 
CORPORATIONS 


This section, for which there is no corresponding provision in the 
House bill, amends section 131 (f) (4) and (2) of the Internal Revenue 
Code. 

Under the existing provisions of section 131 (f) (1) a domestic 
corporation which owns a majority of the voting stock of a foreign 
corporation from which it receives dividends in any taxable year will, 
for the purpose of section 131 under which a tax credit is allowed for 
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taxes paid or accrued during the taxable year to any foreign country 
or possession of the United States, be deemed to have paid a specified 
proportion of any income, war profits, or excess profits taxes paid, 
or deemed to be paid, by such foreign corporation to any foreign 
country or possession of the United States upon or with respect to 
the accumulated profits (as specifically defined) from which the 
dividends were paid. Thus, the domestic corporation is allowed a 
credit, not only with respect to the foreign taxes actually paid or 
accrued by it, but also with respect to such taxes deemed to have 
been paid by it under the provisions of section 131 (f) (1). 

If the foreign corporation (hereinafter referred to as the foreign 
parent) so controlled by the domestic parent corporation owns all 
the voting stock (except qualifying shares) of another foreign corpo- 
ration (hereinafter referred to as the foreign subsidiary) from which 
it receives dividends in any taxable year, it in turn will, under current 
provisions of section 131 (f) (2), be deemed for the purpose of section 
131 (f) (1) to have paid a specified proportion of any income, war 
profits, or excess profits taxes paid by the foreign subsidiary to any 
foreign country or possession of the United States upon or with 
respect to the accumulated profits (as defined) from which the divi- 
dends were paid. Such tax is then taken into consideration in the 
determination under seetion 131 (f) (1) of the amount of income, 
war profits, and excess profits taxes paid, or deemed to have been 
paid, by the foreign parent upon or with respect to its own aeccumu- 
lated profits from which dividends were paid by such foreign parent 
to its domestic parent corporation. 

Your committee proposes to liberalize the stock-ownership require- 
ments of section 131 (f) (1) and (2), without making any change in 
the existing procedure for computing the specified proportion of 
income, war profits, or excess profits taxes deemed to have been paid 
Accordingly, this section so amends section 131 (f) (1) of the code that, 
effective with respect to dividends received by a domestic corporation 
from a foreign corporation during taxable years beginning after De- 
cember 31, 1950, anv domestic corporation which owns 10 percent or 
more of the voting stock (rather than a majority) of a foreign corpora- 
tion from which it receives dividends in any taxable vear will be 
deemed to have paid the specified proportion of taxes paid, or deemed 
to be paid, by such foreign corporation. In addition. this section so 
amends section 131 (f) (2) of the code that. effective with respect to 
dividends received by a foreign corporation from another foreign cor- 
poration in taxable years beginning after December 31, 1950, any 
foreign corporation (10 percent or more of whose voting stock is 
owned by the domestic corporation) which owns a majority of the 
voting stock of another foreign corporation (rather than all except 
qualifying shares) from which it receives dividends in any taxable year 
will be deemed for the purpose of section 131 (f) (1) to have paid the 
specified proportion of taxes paid by such other foreign corporation 


SECTION 332. INFORMATION AT SOURCE ON PAYMENTS 
OF INTEREST 
Under existing law, except in the case of payments of interest upon 


bonds, mortgages, deeds of trust, or other similar obligations of corpor- 
ations and upon obligations of the United States or any agency or 
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instrumentality thereof, persons making payment of interest may not 
be required to furnish an information return unless the payment of 
interest is $600 or more. This section of the bill amends section 147 
to give the Secretary the authority to require information returns 
disclosing payments of interest, regardless of amounts. Such returns 
may be required to be filed under regulations prescribed by the Sec- 
retary by any individual, partnership, corporation, insurance com- 
pany, bank, mutual savings bank, building and loan association, 
cooperative bank, homestead association, Federal savings and loan 
association, credit union, or any other payor of interest, irrespective 
of the type of obligation on which such interest is payable. Informa- 
tion returns may be required under this amendment in the case of 
constructive payments of interest, as well as actual payments. 


SECTION 333. ABATEMENT OF INCOME TAX FOR CERTAIN 
MEMBERS OF ARMED FORCES UPON DEATH 


This section, for which there is no corresponding provision in the 
House bill, amends Supplement D of ¢ hapter | of th » Inte rnal Revenue 
Code (relating to returns and payment of taxes) by adding a new section 
154 thereto. 

Such section 154 provides that, where any individual dies after 
June 24, 1951, and prior to January 1, 1954, while in active service as 
a member of the Armed Forces of the United States, if his death oc- 
curred while serving in a combat zone, as dete rmined under section 

(b) (13) of the code, or at any pl ace as a result of wounds, disease, 
or injury incurred wide SO sania (1) the tax imposed by chapter 1 
of the code will not apply with aa to the taxable year in which 
falls the date of his death, or with respect to any prior taxable year 
which ended on or after the first day he was so serving in a combat 
zone after June 24, 1950, and (2) the tax (including interest, additions 
to the tax, and additional amounts) imposed by chapter 1 of the code 
and under the corresponding title of « aor ae revenue law for all 
taxable years preceding those specified in (1) above, which is unpaid 
at the date of his death shall not be asses naa and if assessed the assess- 
ment shall be abated, and if collected shall be credited or refunded as 
an overpayment. 


SECTION 334. EMPLOYEES’ TRUSTS 


This section, for which there is no corresponding provision in the 
House bill, amends section 165 (b) (2) of the code, relating to dis- 
tributions to an employee by a trust which qualifies for exemption 
under section 165 (a 

Under section 165 (b), amounts distributed or made available to an 
employee by such a trust (in excess of the employee's on 
are taxed to the emplovee only in the years in which distributed ¢ 
made available and, if the total distributions are paid to the employee 
in one taxable vear on account of the employee 's se pare ation from the 
service, the amount of the distribution (to the extent exceeding the 
emplovee’s contribution) is taxed at capital gain rates (as from sale 
or exchange of a capital asset held for more than 6 months). 

Under your committee’s amendment, where such a total distribu- 
tion occurs, and consists in whole or in part of securities of the em- 
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plover corporation, that part of the excess (of the amounts distributed 
over the amount of the employee’s contributions) as consists of net 
unrealized appreciation attributable to that part of the total distribu- 
tions made in securities of such employer corporation shall be ex- 
cluded from income in the vear of distribution, and shall be subject to 
tax only when the securities are sold (or otherwise disposed of in a 
taxable transaction). The amount of the net unrealized apprecia- 
tion which is excluded shall in the hands of the recipient not be 
included in the basis of the stock or other securities distributed. 

The amount of the net unrealized appreciation which is to be 
excluded shall be determined in accordance with regulations, and the 
resulting adjustments to basis shall also be allocated to the securities 
distributed in accordance with regulations. 

The postponement of tax provided by the amendment made to 
section 165 (b) by this section applies only to the net unrealized 
appreciation in stock of the employer corporation or bonds or deben- 
tures issued by such corporation with interest coupons or in registered 
form. The amendment is applicable only with respect to distribu- 
tions made after December 31, 1950. 


SECTION 335. LIFE INSURANCE COMPANIES 


Under section 311 of the House bill, the special rule for 1949 and 
1950, set forth in section 202 (b) (2) of the code for use in determining 
the reserve and other policy liability credit of life insurance companies, 
would have been exte nde dl to apply to taxable years beginning in 1951. 
Under your committee’s amendment there is substituted for this pro- 
vision a system for taxing such companies, for taxable years beginning 
in 1951, which is different from that contained in present law. Under 
this system, in lieu of allowing life insurance companies an adjustment 
of their normal tax net income and of their corporation surtax net 
income, by means of the reserve and other police: y liability ene for 
purposes of a tax imposed at the regular corporate rates, a low-rate 
tax is imposed on the normal tax net income of such companies without 
allowance of any such credit. Thus, under subsection (a) of this sec- 
tion, section 201 (a) (1) of the code, relating to the imposition of tax 
on life insurance companies, is amended to provide for the levy, col- 
lection and payment, for taxable years beginning in 1951, of a tax 
equal to 3% percent of the first $200,000 of 1951 adjusted norm: al tax 
net income and 6's percent of the amount in excess thereof. 

Under subsee tion (b) of this section, a new section 203A is added to 
the code, following section 203, subsection (a) of which defines the 
term “1951 adjusted normal tax net income” as the normal tax net 
income (as defined under present law) plus eight times the amount of 
the adjustment for certain reserves provided for in section 202 (c) 
and minus the reserve interest credit, if any, as defined in section 
203A (b). 

The addition to the normal tax net income under section 203A of 
eight times the amount of the adjustment for certain reserves provided 
for in section 202 (c) (an adjustment relating to the non-life-insurance 
business, if anv, done by a life insurance company) is made so as 
to continue in effect essentially the same rate of tax with respect to 
that adjustment as is now imposed under present law. The figure 
eight is used under section 203A since a 6%-percent tax as provided 
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for by the amendment made to section 201 (a) (1) is exactly one-eighth 
of a 52-percent total corporate rate of tax as provided for with respect 
to corporations generally by the amendments made to sections 13 (b) 
and 15 (b) of the code by section 121 of this bill. 

The reserve interest credit provided for in subsection (b) of section 
203 is a feature which has no precedent in present law and is designed 
to give relief from the tax imposed by your committee’s amendment, 
to the extent of a maximum of 50 percent of such tax, in the case of 
companies the adjusted net income of which, as defined in subsection 
(c) of section 203A, is less than 105 percent of their required interest, 
as defined in subsection (d) of that section. 

Adjusted net income is defined under subsection (¢) as, in effect, 
the amounts of interest, dividends, and rents received by the com- 
panies, net after the deductions provided for under present law under 
section 201 (¢) (7), but without a deduction for tax-free interest, and, 
in the case of a company doing a non-life-insurance business, less 
an amount equal to one-half of the amount of the adjustment with 
respect to that business provided for in section 202 (c). In permitting 
a deduction of only one-half of the amount of that adjustment, recogni- 
tion is given to the fact that that adjustment, as first enacted in 1942, 
was recognized at the time as not reflecting the actual interest, divi- 
dends, and rents received by life insurance companies with respect 
to their non-life-insurance business. 

The term “required interest”’ as defined in subsection (d) of section 
203A takes into account the interest and policy commitments of the 
companies with respect to their life insurance business which are 
recognized under present law, as amended for the years 1949 and 1950 
by the above referred to special rule, in determining the tax base 
under that law for the purposes of an imposition of a tax at the regular 
corporate rates provided for in sections 13 (b) and 15 (b) of the code. 

Based upon the above factors, the reserve interest credit is made 
available to companies where the relationship between their adjusted 
net income and their required taterest is such that the adjusted net 
income is less than 105 percent of the required taterest. Where ad- 
justed net income is 100 percent or less of the required raterest, the 
reserve interest credit is determined as an amount equal to 50 percent 
of the normal tax net tacome. Where adjusted net income is 105 per- 
cent or more of the required interest, the reserve raterest credit is 
stated as being zero. Where adjusted net tacome is more than 100 
percent but less than 105 percent of the required interest, the reserve 
interest credit is computed by multiplying the normal tax net income 
by 10 times the difference between 105 percent and the actual per- 
centage established. Thus, in a case where adjusted net income is 
103 percent of the required interest, the difference between 105 percent 
and 103 percent would be 2 and the reserve interest credit would 
be the normal tax net income multiplied by 20 percent. It is contem- 
plated that the percentage established by comparing adjusted net 
income to the required interest must be carried to at least the nearest 
one-tenth of a percentage point with the result that the multiplica- 
tion by 10 of the difference between 105 percent and such percentage 
will be productive of a more accurately graduated figure than would 
be possible were no such fractional percentage to be allowed 

Since a 6% percent tax on 1951 adjusted normal tax net income is 
expected to be productive for 1951 of approximately the same tax 
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in the case of anv one company as a tax al the regular corporate rates 
on the tax base provided under present law, it is apparent that the 
factors entering into the determination of the reserve and other 
liability credit adjustment under present law can be considered as 
taken into account under your committee’s amendment, through the 
particular low rate selected, to the same extent that they are operative 
under present law. Thus, the figure used by every life-insurance 
company in determining its reserve and other liability credit is 
determined after, in effect, removing from the tax base for the industry 
as a whole the industry’s adjustment for certain reserves with respect 
to a non-life-insurance type of business. Under the circumstances, 
therefore, in defining 1951 adjusted normal tax net income under 
section 203 A (a) as the company’s total normal tax net income plus an 
adjustment for such reserves, the operation of the system is such, by 
reason of the effective rate of the tax, that, in effect, the normal tax 
net income can be considered as having been first adjusted on an 
industry-wide basis by the removal of income attributable to such 
non-life-insurance business. 

In the same manner, the treatment under present law of tax-free 
interest insofar as the companies’ policy obligations are concerned 
can be considered as carried over into the system established by this 
section. 

Under present law, the normal tax on corporations is imposed, for 
taxable years beginning after June 30, 1950, at a rate of 25 percent 
of the normal tax net income and the surtax on corporations for such 
vears is imposed at a rate of 22 percent on that amount of the cor- 
poration’s surtax net income as is in excess of $25,000. The exemp- 
tion granted under the surtax on corporations to the first $25,000 of 
corporation surtax net income is reflected under your committee’s 
amendment by the imposition of a tax on the first $200,000 of 1951 
adjusted normal tax net income of only 3%4 percent. This lowered 
percentage of that amount of 1951 adjusted normal tax net income is 
designed to produce the same effect under a 6% percent tax as the 
exemption granted under the normal corporate rates to the first 
$25,000 of corporation surtax net income. Thus, taking into account 
the amendments of sections 13 and 15 of the code which would be 
made by section 121 of the bill, it will be noted that 8% percent of 
$200,000 will produce approximately the same amount of tax as the 
27 percent normal tax rate proposed under section 121 would produce 
on $25,000. 

Subsection (c) of section 335 as added to the bill by your committee’s 
amendment makes several technical amendments to the code required 
in order to adapt certain provisions of the code to the simplified 
system established by your committee’s amendment. Thus, for 
purposes of subchapter D, relating to the excess profits tax, the excess 
profits tax net income of life insurance companies for taxable years 
beginning in 1951 is defined in the manner provided under present 
law using, in lieu of the figure used under present law, in connection 
with the determination of the reserve and other policy liability credit, 
the figure 0.87. This figure is used since the 6'% percent tax was com- 
puted in the first instance on the assumption that such a figure would 
approximate the figure which, under the House bill, would be pro- 
claimed by the Secretary for 1951. 
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SECTION 336. TAX TREATMENT OF CERTAIN 
INVESTMENT COMPANIES 


This section, which corresponds to section 312 of the House bill, 
adds a new subsection (c) to section 361 of the code, which contains 
certain requirements applicable to regulated investment companies 
under supplement Q of chapter 1. 

Subsection (b) of section 361 provides certain limitations on the 
types and amounts of securities which may be held by a regulated 
investment company if the company is to qualify for the tax treatmen 
under supplement Q. Among such limitations is a requirement that 
at the close of each quarter of the taxable vear of a company, at least 
50 percent of the value of its total assets be represented by cash and 
cash items, Government securities, securities of other regulated invest- 
ment companies, or securities in other companies limited in respect of 
any one issuer (1) to an amount not in excess of 5 percent of the value 
of the assets of the investment company, and (2) to not more than 10 
percent of the outstanding voting securities of such issuer. 

Section 361 (c), as added by this section of the bill, provides that 
in the case of a ne eel en investment company which 
is certified by the Securities and Exchange Commission as principally 
engaged in supplying capital to other corporations which are princi- 
pally engage “i in the developmen or exploitation of inventions, 
technological improvements, new sesgindeasinetaiaiiel dali previously 
available, the investment company, notwithstanding the 10-percent 


stock ownership limitation in section 361 (b), may inelude, in the 


50 percent of its assets restricted under section 361 Db), the value of 


any securities of an issuer, even though the investment company 


holds more than 10 percent ol the stock of such issuer; but only tf the 
investment company has not continuously held any securities-of such 
eee ee ann ecnpennes Sees pany as determined under regulations 
prescribed by the Secretary) for 10 or more preceding years. How 


ever, this provision does not modify the 5-percent limitation witl 


respect to the amount of assets which may be invested in securities 


of any one issuer. Section 361 (¢) does not apply in any taxable 
year if at the close of any quarter of the taxable year mor than 25 
percent of the total assets of the investment company is represented 
by securities of issuers as to which (1) the investment company holds 
more than 10 percent of the outstanding voting stock and (2) the 
investment company has continuously held any security (or any 
security of a predecessor of such issuer) for 10 or more years, unless 
within 30 days after the close of such quarter the value of the total 
assets represented by such securities is reduced to 25 percent or less 
of the value of the total assets of the investment company. 

In the determination by the Securities and Exchange Commission, 
consideration is to be given to the purpose and function of the invest- 
agai age and to its continuing over-all operation. Ordinarily, 
for example, it would be requisite that a major portion of the assets of 
thesia vaataet! ecchpenr; represent securities in operating companies 
developing and exploiting new processes and products. It is recog- 
nized, however, that such an investment company may find it desirable 
to invest a portion of its assets in other securities, suchas Government 
bonds, which will provide operating income to meet the expenses 











ob REVENUE ACT OF 1951 


incurred in making investments in companies developing new pro- 
ducts, and so forth. An investment company would not qualify 
under subsection (c) if its principal purpose or activity is to establish 
and maintain control, as a holding company, over the operating com- 
panies and not merely to foster the initial development of such 
companies. Retention of an investment in one or more operating 
companies, however, would not necessarily imply holding-company 
status if the operations of the investment company, V iewed as a whole, 
indicated that the retention of such securities is incidental to its 
principal activities. 

An operating company will not be considered to be engaged in the 
development of new processes or products merely because the process 
or product is new to the company. It is essential that the process or 
product represent a substantial technological improvement, or be 
different to a material degree from a process or prodict previously 
available. Thus, a change in style, a new model, an adaptation of 
an existing product, or such improvements as are customarily made in 
the trade would not qualify. 

For the purposes of subsection (c), a corperation which was, at 
the time of the first acquisition of its securities by the investment 
company, principally engaged in the development or exploitation of 
inventions, technological improvements, new processes, and so forth, 
will, ordinarily, be considered to be so engaged for at least 10 years 
after the date of such acquisition, Accordingly, an investment com- 
pany which acquires the securities of another company which is then 
principally engaged in developing a new product may continue, for 
the purposes of subsection (c), to hold such securities even though 
during such period the subsidiary company may be actively marketing 
the product which it has developed. 

The amendments made by your committee to the provision con- 
tained in the House bill are mainly of a technical or clarifying nature. 
Thus, for example, it is provided that an investment company will 
be considered, for purposes of the section, to be engaged in furnishing 
capital to any company whose securities it holds if such securities, or 
securities surrendered therefor, were acquired from the company with- 
in the 10 preceding years. The Securities and Exchange Commission 
may, however, in such cases as it considers appropriate, nevertheless 
determine that the investment company is not so engaged. Similarly 
the presumption with respect to the activities of the operating com- 
panies may be rebutted if a contrary determination is made by the 
Securities and Exchange Commission. 

it is provided that the terms used in section 361 (c) shall have the 
same meaning as in section 361 (b) (3). For example, the term 
“value” as used in section 361 (c) means, with respect to securities 
(other than those of majority-owned subsidiaries) for which market 
quotations are readily available, the market value of such securities; 
and with respect to other securities and assets, the fair value as de- 
termined in good faith by the board of directors subject to the excep- 
tion that the value of securities of majority-owned subsidiaries which 
are investment companies shall not exceed the higher of market value 

yr asset value. 

Section 361 (c) does not, except with respect to waiver of the 10- 
percent limitation on voting steck under the circumstances indicated, 
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affect any of the requirements under section 361 or 362 which would 
otherwise be applicable to the investment company for purposes of 
the tax treatment under supplement Q. 

Subsection (b) of section 312 provides a technical amendment to 
section 361 (b) (3) (A) of the code. 

The amendments made by this section of the bill are applicable to 
taxable vears beginning after December 31, 1950. 


SECTION 337. EXCHANGES AND DISTRIBUTIONS IN 


OBEDIENCE TO ORDERS OF SECURITIES AND EX- 
CHANGE COMMISSION 


This section amends the definition of the term “system group” 
contained in section 373 (d) of the Internal Revenue Code. - order 
to secure the treatment accorded by Supplement R to exchanges and 
distributions made in obedience to orders of the Securities nad ix- 


change Paanidieiot: neta exchanges and distributions must be 
made by or to members of the same “system group.”’ Under existing 
law “system group” is defined as one or more chains of corporations 
connected through stock ownership with a common parent corpora- 
tion, Cs all three of the following conditions are met: 
At least 90 percent of each class of the stock (other than 
a 'k which is preferred as to both dividends and assets) of each 
of the corporations (except the common parent corpor: ition) Is 
owned directly by one or more of the other corporations ; 

(2) The common parent corporation owns directly at least 90 
percent of each class of the stock (other than stock which is pre- 
ferred as to both dividends and assets) of at least one of the other 
corporations ; and 

(3) Each of the corporations is either a registered holding 

company or a majority-owned subsidiary company. 

Section 337 amends only the first condition of the existing definition. 
Under this section in determining whether one or more of the corpora- 
tions in the chain owns at least 90 percent of each class of the stock 
of another corporation in the chain there is excluded not only stock 
which is preferred as to both dividends and assets but stock which is 
limited and preferred as to dividends but is not preferred as to assets, 
provided that the total value of the entire class of such stock consti- 
tutes less than 1 percent of the aggregate value of all classes of stock 
which are not preferred as to both dividends and assets. This section 
makes no change in conditions (2) and (3) of the existing definition 
of “system group” contained in section 373 (d). The amendment 
made by this section is applicable to all taxable vears affected by ex- 
changes and distributions made after December 31, 1947. 


SECTION 338. TAXATION OF BUSINESS INCOME OF STATE 
COLLEGES AND UNIVERSITIES 


This section, for which there is no corresponding provision in the 
House bill, deals with taxation of business income of governmental 
colleges and universities. At present, Supplement U of chapter 1 of 
the Internal Revenue Code deals with taxation of business income of 
certain section 101 organizations. Among the organizations subject 
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to Supplement U tax are private colleges and universities exempt under 
section 101 (6) of the code. At present, the Supplement U tax does 
not apply to State colleges and universities, since such organizations 
are not exempt under section 101 of the code. This section of your 
committee’s bill. in effect, subjects colleges and universities run by 
sovernments to similar tax treatment under Supplement U with 
respect to their unrelated business activities as is now provided under 
Supplement U in the ease of private colleges and universities exempt 
under section 101 (6) of the code. The amendments made by this 
section are to be applicable only with respect to taxable years begin- 
ning after December 31, 1951, 

Subsection (a) of this section amends section 421 (h) | |) of the code 
(relating to organizations exempt under sec. 101 (1). (6), (7), and (14 
which are taxable under sec. 421 (a) (1) at corporate rates on their 
unrelated. business net income) to bring the provisions presently con- 
tained therein under a subparagraph numbered (A) and to add after 
such subparagraph a new subparagraph numbered (B). Seetion 421 
(b) (1) (B applies the taxes imposed by section 42] (a) (1) to any 
college or university which is an agency or instrumentality of any 
5overnment or any political subdivision thereof, or which is owned or 
operated by a government or any political subdivision thereof or by 
anv agency or instrumentality of any one or more governments or 
political subdivisions. As here used, the word “government” in- 
cludes any foreion sovernment (to the extent not contrary to any 
treaty obligation of the United States) and all domestic governments 
(the United States and any of its Territories or Possessions, any State. 
and the District of Columbia). In other words, any national, State 
municipal or city college or university is brought within the scope of 
the Supplement’ U tax, but secondary schools run by such govern- 
ments are outside such tax. 

Section 421 (b) (1) (B) also applies the Supplement U tax to any 
corporation wholly owned by one or more fovernmental colleges 0; 
universities. Such a corporation would be subject to the tax imposed 
under Supplement U on income derived from an unrelated trade or 
usiness, including rents derived under a Supplement U lease, 

Subsection (b) of this section amends section 422 (b), for the pur- 
pose of determining the unrelated business net income subject to the 
Supplement U tax. to define unrelated trade or business to mean, in 
the case of an organization described in section 421 (b) (1) (B), any 
trade or business the conduct of which is not substantially related 
(aside from the need of such organization for income or funds or the 
use it makes of the profits derived) to the exercise or performance of 
uny purpose or function described in section 101 (6) of the code. 
The purposes or functions described in section 101 (6) are religious, 
charitable, scientific. literary, educational. and the prevention of 
cruelty to children or animals. 

Subsection (b) of this section also amends section 422 (b) (2) to 
provide that the term “unrelated trade or business” does not include 
anv trade or business which is carried on, in the case of a college o1 
university described in section 421 (b) (1) (B). by the organization 
primarily for the convenience of its members. students, patients. 
Officers, or emplovees, 
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SECTION 339. FAMILY PARTNERSHIPS 


Subsections (a) and (b) of this section amend section 3797 (a) (2) 
of, and add a new section 191 to, the code to provide for the tax 
treatment of family partnerships as explained beginning on page 38 
in part I of this report. 

Subsection (c) (1) provides that, in general, the amendments made 
by section 339 (a) and (b) are to be applicable only with respect to 
taxable years beginning after December 31, 1950. Section 339 ‘c) (2), 
however, provides that such amendments, at the election of the tax- 
payer made in accordance with regulations prescribed by the Secretary 
of the Treasury, shall also be applicable to taxable years beginning 
after December 31, 1938, and before January 1, 1951. The election 
does not have to be with respect to all such taxable years but will be 
applicable only to such vears as are specified by the taxpayer in making 
the election. The election for any taxable year will not be valid 
unless, prior to the expiration of 90 days after the filing of the election 
or such longer period as the Secretary may by regulations prescribe) 
each family partner of the taxpaver files, in accordance with the regula- 
siden, a written consent to have the amendments apply to his taxable 
years Which corresponds to the taxable years for which the election is 
made by the taxpayer. In lieu of such consent by any family partner, 
however, there may be paid, under regulations prescribed by the 
Secretary and within the time provided for filing such consent, an 
amount equal to the deficiency and interest which would be assessed 
with respect to such family partner if he filed such consent. The 
election and anv consent filed in respect of the election shall be app li- 
cable only to such partnerships as are specified in the election. The 
period of limitations provided in sections 275 and 276 of the Internal 
Revenue Code on the making of assessments and the beginning of 
distraint or a proceeding in court for collection shall, with respect to 
any deficiency and interest thereon a rom such election or 
consent, include one year following the date such election or consent 
is filed if such period of limitations otherwise would expire prior to the 
end of such 1-year period; such assessment and collection may be 
nade notwithstanding any provision of law or any rule of law which 
otherwise would prevent such assessment and collection. If an 
election by a taxpayer is filed for a taxable year for which allowance of 
credit or refund of an overpayment of tax is barred, at the time of 
filing such election, by any law or rule of law, then any consent filed 
by a family partner of a taxpayer with respect to such year shall be 
void. 

Section 339 (c) (3) provides special rules for applying the amend- 
ments made by section 339 (a) and (b) in certain cases where the tax- 
able year of the taxpayer or a family partner is different from the 
taxable year of the partnership. If a taxable year of a partnership 
which ends in 1951 ends within or with a taxable year of the taxpayer 
or a family partner which began before January 1, 1951, the amend- 
ments made by section 339 (a) and (b) shall be applicable, w th 
respect to the distributive shares of income derived by the taxpayer 
and the family partners from such taxable year of the partnership, 
only pursuant to the provisions of section 339 (c) (2), notwithstanding 
the fact that the general rule provided in seasons 339 (c) (1) might 
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otherwise be applicable to some of the partners. Similarly, if a tax- 
able year of a partnership which ended in 1939 ended within or with 
a taxable year of a taxpayer or a family partner which began before 
January 1, 1939, the amendments made by section 339 (a) and (b) 
shail not be applicable with respect to any of the distributive shares 
of income derived by the taxpayer and the family partners from such 
taxable year of the partnership, notwithstanding the fact that the 
provisions of section 339, relative to the retroactive application of the 
amendments made by section 339 (a) and (b), might otherwise be 
applicable to some of the partners. 

The term “family partner,’ for purposes of section 339 (c), means 
any person who, upon the filing of the consent described above, would 
be liable for a deficiency attributable to income which, but for the 
application of the amendments made by section 339 (a) and (b), 
would be considered as income of the taxpayer. 


SECTION 340. WAR LOSSES 


This section, for which there is no corresponding provision in the 
House bill, amends section 127 (c) and (d) of the code to provide an 
alternative treatment of war loss recoveries, in lieu of the rules stated 
in the present section, if the taxpayer elects to have such alternative 
method apply. 

Subsection (a) amends section 127 (c), relating to recoveries in- 
cluded in gross income. Paragraph (1) of amended subsection (c) 
provides that upon the recovery in the taxable year of any money or 
property in respect of property considered under subsection (a) as 
destroyed or seized in any prior taxable year the amount of such 
recovery shall be included in gross income to the extent provided in 
paragraph (2), which retains existing law, unless the taxpayer elects 
under the provisions of paragraph (5) to have such recovery treated 
in accordance with the provisions of paragraph (3), which embodies 
the new elective treatment. 

Paragraph (3) provides new rules for determining (a) the amount 
of a war loss recovery; (b) the amount of the adjustment to be made 
to the tax for the taxable year of the recovery in respect of prior 
deductions on account of property considered under subsection (a) 
as destroved or seized; (c) the treatment of that part of the recovery 
which is in excess of allowable deductions in prior taxable years; and 
(d) a special rule for the inclusion of recoveries in gross income for 
certain purposes. Subparagraph (A) states the rule for valuing the 
amount of the recovery in the taxable year. If the same property or 
interest considered under subsection (a) as destroyed or seized is 
recovered, the fair market value of such property or interest shall not 
exceed the adjusted basis (for determining loss) of such property or 
interest in the hands of the taxpayer on “the date of the loss. For 
example, the taxpayer on December 11, 1941, owned Blackacre, a 
property located in Germany. The adjusted basis of such property 
in the hands of the taxpayer on such date was $1,000,000. Under 
section 127 (a) such property was deemed destroyed or seized in the 
year 1941 and the taxpayer’s loss of $1,000,000 was an allowable 
deduction for such year whether or not the taxpayer claimed such 
deduction. A recovery in respect to such loss is, under section 127 
(c), required to be taken into account. Assume that in 1946 the 
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taxpayer recovers this property and that on the date of recovery it 
has a fair market value of $2,000,000. If the taxpayer elects to 
proceed under the provisions of paragraph (3), the amount of the 
recovery respecting this property would be the amount of the adjusted 
basis as of the date of loss, $1,000,000. If in lieu of recovering the 
particular property which was deemed destroyed or seized the tax- 
payer receives another property in indemnity or substitution therefor 
and such other property has a fair market value on the date of the 
recovery of $2,000,000, that amount is to be considered the amount 
of the recovery in respect of the property deemed destroyed or seized, 
since the property recovered was not the property which was actually 
lost. 

Subparagraph (B) provides the adjustment which is to be made to 
the tax in the taxable year of a recovery to which paragraph (3) is 
made applicable pursuant to the taxpayer’s election. That part of 
the amount of the recovery which is not in excess of the allowable 
deductions in prior taxable years on account of the destruction or 
seizure of the property in respect of which the recovery is received, 
minus the aggregate amount of any prior recovery in respect of the 
same property, is not included in gross income for the taxable vear of 
the recovery. In lieu of including any amount in gross income there 
is to be added to, and assessed and collected as part of, the tax im- 
posed by chapter | for the taxable year of the recovery, the aggregate 
increase in the tax under chapter 1 and chapter 2 for all taxable 
years which would result from a decrease in such allowable deductions 
in prior taxable years by an amount equal to such part of the recovery. 
The increase in the tax for each taxable year resulting from a deter- 
mination of the amounts resulting from adjustment in the amount of 
the allowable deductions in the prior taxable years is to be computed 
in accordance with regulations prescribed by the Secretary. 

Subparagraph (B) provides that the regulations shall give effect 
to previous recoveries of any kind with respect to any prior year, 
and shall provide for the case where there was no tax for the prior 
year, but shall otherwise treat the tax previously determined for any 
year in accordance with the principles set forth in section 3801 (d) 
of the code. All credits allowable against the tax for any year and 
all carry-overs and carry-backs affected by so decreasing the allow- 
able deductions shall be taken into account in computing the increase 
in the tax for the year in which the property was recovered. It is 
contemplated that the regulations will provide rules applicable to 
m diverse situations which can arise in those cases where an election 

nade by the taxpayer for the application of paragraph (3) will apply 
to some, but not all, of the taxable years during which recoveries 
were had by the taxpaver. 

Subparagraph (C) provides that to the extent the amount of any 
recovery in respect of property considered under subsection (a) as 
destroyed or seized is not subject to the provisions of subpar agraph 
(B) such amount shall be considered for the taxable vear of yo recovery 
as gain on the involuntary conversion of property as the result of it 
destruction or seizure and shall be recognized or not canal as 
provided in section 112 (f). This rule is applicable where the amount 
of the recovery as determined under subparagraph (A) exceeds the 
allowable deductions in prior taxable years on account of the destruc- 
tion or seizure of the property. 
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Subparagraph (D) contains a special rule which provides that for 
the purposes of section 51, relating to the requirement of individual 
returns, section 52, relating to the requirement of corporation returns, 
and section 3801 (b), relating to inclusions and exclusions from gross 
income in making the adjustments required by such section, the re- 
covery in the taxable vear of anv money or property in respect of 
property considered under subsection (a) as destroved or seized in 
any prior taxable vear shall be deemed to be an item includible in 
cross income for the taxable year in which the recovery is made. 

Paragraph (4) of section 127 (c) provides that for the purpose of 
subsection (c) the eee in whole or in part of the value of any 
interest deseribed in subsection (a) (3), relating to investments re- 
ferrable to autpened or seized property, by reason of any recovery 
of money or property in respect of property to which such interest 
related and which was considered under subsection (a) as destroyed 
or seized shall be deemed a recovery of property in respect of property 
considered under subsection (a) as destroved or seized. ‘This is the 
same rule contained in section 127 (c) (3) of existing law. This 
section of the bill, however, adds a sentence which provides that in 
apply ing paragraph (3) such restoration shall be treated as a recovery 
of the same interest considered under subsection (a) as destroyed or 
seized. 

Paragraph (5) provides for the election by the taxpaver for the 
application of the provisions of paragraph (3). Such election is to be 
made in accordance with regulations prescribed by the Secretary. — If 
the taxpaver elects to have the provisions of paragraph (3) applicable 
to any taxable vear in which he recovered any money or property in 
respect of property considered under subsection (a) as destroyed or 
seized, the provisions of paragraph (3) shall be applicable to all tax- 
able vears of the taxpaver beginning after December 31, 1940, other 
than a taxable year for which at the time of making such election a 
refund or credit of the entire amount of any overpayment (resulting 
from an application of paragraph (3) to such vear) would be prevented 
by section 322 or by the provisions of any other law or rule of law. 
Thus, if the application of paragraph (3) to a taxable vear would 
result in an overpayment of $10,000, and by reason of the limitations 
contained in section 322 (b) (2) (B) of the code only $4,000 of the 
srelemmiians could be refunded upon the filing (at the time of the 
making of the election) of a claim for refund, the provisions of para- 
graph (3) would not apply to such vear, and the basis of the property 
recovered in that year would continue to be determined under the 
existing provisions of section 127 (d) of the code. Paragraph (5) 
further provides that if the provisions of ps iragraph (3) are applicable 
to any taxable vear pursuant to the taxpaver’s election, the time for 
the assessment and collection of 

(a) the amount to be added to the tax for such year under the 
provisions of paragraph (3), and 
(b) any deficiency for such year or for any other taxable vear, 
if and to the extent such deficiency is s attribut able to the redeter- 
mination of the basis of the recovered property under the pro- 
visions of subsection (d) (2) as amended by this section, 
shall not expire prior to the expiration of 2 years following the time 
of the making of such election. Such amount and such deficiency 
may be assessed at any time prior to the expiration of such period, 
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notwithstanding any law or rule of law which would otherwise prevent 
such assessment. No interest shall be assessed or collected with 
respect to the amount specified in clause (a) or with respect to any 
deficiencies specified in clause (b) for any period prior to the expira- 
tion of 6 months following the date of the making of the election 
by the taxpayer; nor shall interest be paid on any overpayment result- 
ing from the making of such election, in the case of any taxable year 
ending before the date of the making of such election, for any period 
prior to the expiration of such 6-month period. 

Subsection (b) of this section amends section a (d), relating to 
the basis of recovered property. Subsection (d) (1) as amended pro- 
vides that the adjusted basis of property recove ie in respect of prop- 
erty considered as destroyed or seized under subsection (a) shall be 
7 ‘termined under subsection (d). The rule contained in paragraph 

) for the determination of the unadjusted basis of property is the 
same as that provided by existing law. Paragraph (2) provides a 
new and different rule if property is recovered in a taxable year to 
which the provisions of section 127 (c) (3) are applic _ pursuant to 
an election made under the provisions of section 127 (¢) (5). In such 
case, in lieu of the amount determined under sandeniil (1) (whieh 
states the rule of existing law), the basis of the property shall be an 
amount equal to the value at which such property is included in the 
amount of the recovery under section 127 (c) (3) (A), reduced by 
such part of the gain under section 127 (c) (3) (C) which is not reeog- 
nized under section 112 (f) 

Subsection (c) of this section amends section 131 (a), relating to 
the allowance of credit for taxes of foreign countries and possessions 
of the United States, to provide that the foreign tax credit shall not 
be allowed against the additional tax imposed for the taxable vear 
under the provisions of section 127 (c) (3) (B), as amended. Thus, 
if such provisions are applicable to a taxable year and pursuant there- 
to an increase in the tax imposed for such year is to be added to the 
tax, a foreign tax credit may not be allowed against the amount of 
such increase. 

The amendments made by this section are applicable to taxable 
vears beginning after December 31, 1940. 


SECTION 341. DEDUCTION OF EXPENDITURES FOR 
MINE EXPLORATION 


This section, for which there is no corresponding provision in the 
House bill, amends section 23 of the Internal Revenue Code (relating 
to deductions from gross income) by adding a new subsection (ff) 
thereto. 

Paragraph (1) of such subsection provides that expenditures paid or 
incurred during the taxable vear for the purpose of ascertaining the 
existence, location, extent, or quality of any deposit of ore or mineral, 
and paid or incurred prior to the beginning of the development stage 
of the mine or deposit, shall be allowed as deductions in computing 
net income for the taxable vear except to the extent that such expendi- 
tures exceed $75,000. The yearly limitation of $75,000 applies to all 
such described expenditures of the taxpayer and is not a total amount 
allowable with respect to each separate mine or deposit. A 4-year 
limitation is applicable, as described hereinafter. 


S9079—51—-pt. 2 ” 
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This subsection, however, is applicable only to expenditures 
described and which, but for this subsection, would not be allowable 
as a deduction for the taxable year. Those expenditures that would 
be allowable without reference to this subsection continue to be 
allowable to the same extent as under existing law and are not to be 
taken into account in computing the $75,000 limitation. This sub- 
section, also, is applicable only to expenditures paid or incurred prior 
to the beginning of the development stage of the deposit, or mine 
relating to such deposit. The determination of the beginning of the 
development stage is to be made, as under existing law, by reference 
to the time when the existence of ores or minerals in commercially 
marketable quantities is disclosed. 

This subsection does not apply to expenditures for the acquisition or 
improvement of property of a character which is subject to the allow- 
ance for depreciation provided in section 23 (1) of the code, but allow- 
ances for depreciation shall be considered, for the purposes of this sub- 
section, as expenditures paid or incurred. ‘This subsection, also, does 
not apply to expenditures for the purpose of ascertaining the existence, 
location, extent, or quality of any deposit of oil or gas. 

Paragraph (2) of the subsection provides that, at the election of the 
taxpayer in accordance with regulations prescribed by the Secretary, 
he may treat as deferred expenses any portion of the amount deduct- 
ible under paragraph (1). Such portion so treated shall not be de- 
ductible under paragraph (1) but shall be deductible on a ratable 
basis as the units of produced ores or minerals discovered or explored 
by reason of such expenditures are sold. An election made under this 
paragraph for any taxable vear shall be binding for such year. 

In order to determine the amount of the deduction allowable for 
any taxable year under paragraph (2), it will be necessary to estimate 
the number of units, discovered or explored by reason of such expendi- 
tures, in the reserve of the mine or deposit at the close of such taxable 
year. ‘This estimate is, of course, subject to revision in the event it is 
ascertained as the result of operation or development work that the 
remaining recoverable units are materially greater or less than the 
number remaining from a prior estimate. As these units are produced 
and sold, the amount of such expenditures to be deducted will be an 
amount which is in the same proportion to the total amount of such 
expenditures with respect to which an election under paragraph (2) 
has been made as the number of units sold is to the number of units 
in the reserve. 

The deductions allowable under this subsection are not, of course, 
subject to disallowance under section 24 (a) (2). 

This subsection is applicable only to a taxpayer who has paid or 
incurred expenditures of the type described therein and accordingly 
has no application to that part of the cost of a mine or deposit at- 
tributable to such expenditures when acquired by purchase. The 
subsection intends that where a taxpayer has paid or incurred such 
expenditures, has made an election under paragraph (2), and has 
thereafter leased the mine or deposit, retaining a royalty interest 
therein, the taxpayer is to be allowed the ratable deduction provided 
in paragraph (2). 

Paragraph (3) of the subsection provides that the subsection shall 
not apply to any amounts paid or incurred in any taxable year if in 
any four prece ding vears (not nece ssarily consecutive vears) the tax- 
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payer, or any individual or corporation (who has transferred to the 
taxpayer any mineral or ore property under cire eee es which make 
the provisions of par. (7), (8), (11), (13), (15), (17), (20), or (22) of 
sec. 113 (a) of the code applicable to rach tre ue has (1) been 
allowed a deduction under paragraph (1) of the subsection, or (2) 
made the election provided under ee (2) of the subsection, 
Thus, for example, if a t: ixpayer who makes his return on a calendar- 
year basis takes a deduetion under the subsection in each of the years 
1952, 1953, 1954, and 1956, he will not be entitled to any deduction 
under the subsection for 1957, or any other subsequent taxable year. 
This is true even though the amount of the deduction taken in each 
such year is for less than the $75,000 annual ceiling. 

Paragraph (4) provides that the amount of the « ‘xpenditures which 
are to be deferred and deducted ratably under the election provided 
in paragraph (2) shall be taken into account in determining the ad- 
justed basis of the mine or deposit. However, no amount of such 
deferred expense shall be included in the adjusted basis of the pop- 
erty for the purpose of computing a deduction for depletion under 
section 114 of the code. 

Subsection (b) of this section of the bill amends section 113 (b) (1) 
of the code frahictina to adjusted basis of property) to add a new sub- 
paragraph (M) thereto. This subparagraph provides that the basis 
of a mine or deposit shall be adjusted for amounts allowed as deduc- 
tions as deferred expenses under section 23 (ff) (2) of the code to the 
extent such deductions resulted in a reduction of the taxpayer's taxes 
under chapter 1 of the code, but not less than the amounts allowable 
under such section for the taxable year and prior years. No adjust- 
ments are to be made for such deductions, however, in determining 
the adjusted basis of the property for the purpose of computing a 
deduction for depletion under section 114 of the code. 

Subsection (c) of this section of the bill provides that the amend- 
ments made by this section shall be applicable only with respect to 
taxable years ending after December 31, 1950. 


SECTION 342. CORPORATE LIQUIDATIONS 


This section, for which there is no corresponding provision in the 
House bill, amends section 115 of the code by adding a new subsection 
(n) which states a special rule for the treatment of gain upon the 
complete liquidation of a corporation where the distribution in liquida- 
tion includes stock in another corporation to which unimproved real 
estate has been transferred in anticipation of such liquidation. The 
new subsection (n) provides that if pursuant to a plan of liquidation 
a corporation (1) transfers part of its assets consisting of unimproved 
real estate to a newly organized corporation in exchange solely for the 
entire stock of the new corporation, and (2) within a period of 24 
months from the date of the adoption of the plan of liquidation 
distributes in complete liquidation ail its assets including the stock in 
the new corporation, the amounts distributed shall be treated as 
distributions in complete liquidation of the old corporation, and none 
of such distributions is to be treated as having been made in pur- 
suance of a plan of reorganization and subject to the provisions of 
section 112 (c) (2). Thus, the entire recognized gain, if any, to the 
shareholders of the old corporation shall be treated as capital gain 
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and no part of such gain shall be taxed as a dividend to the share- 
holders of the old corporation, notwithstanding any other provisions 
of chapter 1 of the code, including seetion 112 (ec) (2), In other words, 
if in connection with the transaction described above all or part of the 
gain recognized upon the liquidation of the old corporation would 
otherwise be treated as the distribution of a taxable dividend and taxed 
as a dividend to the shareholders under the provisions of section 112 
(c) (2), the new subsection (n) provides that in lieu of taxing such 
part of the gain as a taxable dividend to the shareholders, all of the 
gain shall be taxed as capital gain. 

The benefit of section 115 (n) apply only if (1) the business of the 
old corporation is discontinued, (2) the new corporation to which the 
unimproved real estate is transferred was organized and is operated 
solely for the purpose of holding title to such real estate and collecting 
income from the leasing or sale thereof, and (3) there was a sound 
business reason for organizing such new corporation to hold title to 
the unimproved real estate. 

The amendment made by this section applies to taxable years 
beginning after December 31, 1947. 


SECTION 343. DEFINITION OF EMPLOYEE 


This section, for which there is no corresponding provision in the 
House bill, adds a new paragraph (20), applicable to taxable years 
beginning after 1938, to section 3797 (a) of the code to provide in 
substance that a full-time life-insurance salesman shall be considered 
to be an “employee” for the purpose of applying the provisions of 
chapter 1 (such as secs. 22 (b) (2) (B), 23 (p), and 165) which deter- 
mine the effect of contributions for the benefit of, and distributions 
to, ‘‘an employee” under a stock bonus, pension, profit-sharing, or 
annuity plan. 

Section 165 (b) provides in substance that periodic distributions 
made to an employee by a pension or profit-sharing trust which con- 
forms to the requirements of section 165 are taxed to the recipient as 
received in the same manner as annuity payments. However, since a 
full-time life-insurance salesman is not considered, under existing law, 
to be an “employee,” the provisions of section 165 do not apply with 
respect to a trust for his benefit. 

Under your committee’s amendment, such a full-time life-insurance 
salesman is accorded the status of an employee for purposes of the 
application of section 165 if he is classified as an employee for purposes 
of the Federal old-age and survivor's insurance system or if, in the 
case of services performed before January 1, 1951, he would have 
been so classified if the services were performed in 1951. 


TITLE IV—EXCISE TAXES 
Parr I—Tax on ADMISSIONS AND CABARETS 


SECTION 401. REMOVAL OF TAX ON FREE ADMISSIONS 


As it passed the House, this section of the bill amends section 
1700 (a) (1) of the code by striking out the second and fourth sentences 
thereof. The second sentence provides that persons (except bona fide 
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employees, municipal officers on official business, and children under 
12 years of age), admitted free or at reduced rates, shall pay the same 
tax as persons paying the regular admission charge. Thus, by striking 
out this sentence, there will be no tax on free “admissions, and with 
respect to admissions at reduced rates, the tax will be determined by 
the first sentence of section 1700 (a) (1), as amended by section 1650, 
which imposes on admissions a tax of 1 cent for each 5 cents or major 
fraction thereof. The fourth sentence (relating to exemption from tax 
by regulation in the ease of free admission of certain hospitalized 
veterans and members of the Armed Forces) of such section is stricken 
as surplusage upon the elimination of the second sentence. Your come 
mittee has further amended section 1700 (a) (1) by striking out the 
fifth sentenee which was added thereto by Public Law 124, approved 
August 24, 1951. The fifth sentence of section 1700 (a) (1) provides 
for an exemption from tax in the case of free admission of members 
of the Armed Forces. This fifth sentence becomes surplusage upon 
the elimination of the second sentence. 


SECTION 402. EXEMPTIONS FROM ADMISSIONS TAX 


As it passed the House, subsection (a) of this section reinstates the 
applicability of section vag of the Internal Revenue Code, which 
exempted prior to October 1, 1941, certain admissions from the ad- 
missions tax. Your ceealits e has retained this subsection. 

As it passed the House, subsection (b) of this section amends section 
1701 (a) of the code so as to retain certain of the exemptions from the 
admissions tax which existed prior to October 1, 1941 

Under the amendments made by the House bill to section 1701 (a), 
es’ admissions tax would apply to: 

Admissions to all athletic games or exhibitions except those 
wig ‘re the proceeds inure exclusively to the benefit of an elementary 
or secondary school. Under the pre-1941 law the exemption from the 
admissions tax was denied only with respect to admissions to such 
events the proceeds of which inured wholly or partly to the benefit of 
tl college or university. 

Admissions to all wrestling matches, prize fights, or boxing, 
gone or other pugilistic matches or exhibitions, regardless of to 
whom the proceeds are payable. Under the pre-1941 law admissions 
to such exhibitions were in some cases exempt from tax. 

3. Admissions to carnivals, rodeos, or circuses in whieh any pro- 
fessional performer or operator participates for compensation. There 
was no corresponding provision in the pre-1941 law. 

Your committee has retained the amendments made by the House 
as they relate to the admissions listed above and, in addition, has 
further provided that the admissions tax will apply to admissions to 
any motion-picture exhibition, regardless of to whom the proceeds 
are payable, and the character of the person or organization sponsor- 
ing such a motion-picture exhibition. 

Subsection (b), as it passed the House, eliminated from the pre-1941 
exemptions (1) the exemption with respect to admissions all the 
proceeds of which mure exclusively to the benefit of societies or 
organizations conducted for the sole purpose of improving any eity, 
town, village, or other municipality, and (2) the exemption with 
respect to admissions all the proceeds of which inure exelusively to the 
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benefit of persons in the military or naval forces of the United States 
or to persons who have served in such forces and are in need. Your 
committee has retained the House amendments with respect to these 
activities, and, in addition, has provided for the elimination of the 
pre-1941 exemptions in the case of admissions all the proceeds of which 
inure exclusively to the benefit of societies for the prevention of cruelty 
to children or animals. The exemption previously afforded to societies 
or organizations conducted for the sole purpose of maintaining a 
cooperative or community center moving-picture theater has also been 
eliminated by your committee. 

Under pre-1941 law the exemption from tax applied to admissions 
where the proceeds inured exclusively to the benefit of members of 
the police or fire department of any city, town, village, or other 
municipality or the dependents or heirs of such members. Under the 
amendment passed by the House the proceeds must inure exclusively 
to the benefit of a police or fire department (including a volunteer 
fire department) of any such locality or exclusively to a fund for the 
sole benefit of members of a police or fire department or the dependents 
or heirs of such members. Your committee has further limited this 
exemption so that the proceeds must inure exclusively to the benefit 
of a police or fire department of any city, town, village, or any munici- 
pality or exclusively to a retirement, pension, or disability fund for 
the sole benefit of members of such a police or fire department or to 
a fund for the heirs of such members. 

Under pre-1941 law opera companies were exempted as educational 
institutions. The same result was contemplated under the bill as 
passed by the House. Your committee has included a specific exem- 
tion from the admissions tax where the proceeds of the admission 
inure exclusively to a society or organization conducted for the sole 
purpose of maintaining symphony orchestras or operas, and receiving 
substantial support from voluntary contribution. 

Under the House bill, as under section 1701 prior to October 1, 
1941, the exemption from tax applies if the proceeds of the admissions 
inure exclusively to the benefit of religious, educational, or charitable 
institutions. Your committee, however, proposes to limit the exemp- 
tions to certain defined classes of institutions within these categories. 
Under the amendment proposed by your committee, religious institu- 
tions are restricted to churches or conventions or associations of 
churches. An educational institution, to be exempt, must have a 
regular faculty and curriculum, and a regular student body at the 
place where the educational activities are carried on. A charitable 
institution, in order to qualify for exemption, must be supported, in 
whole or in part, by funds contributed by the United States or any 
State or political subdivision thereof, or must be primarily supported 
by contributions from the general public. For the exemption to 
attach in the cases of either an educational institution or a charitable 
institution, such institution must be exempt from income tax under 
section 101 (6). 

Subsection (b), as it passed the House, would reinstate the pre-1941 
exemption granted under section 1701 (b) of the code to admissions 
to agricultural fairs and to admissions to any exhibit, entertainment, 
er other pay feature conducted by the fair association as part of the 
fair. Your committee has amended section 1701 (b) to limit the 
exemption to the general admission charge to the fair only, and to 
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eliminate the specific exemption to charges for admission to any 
exhibit, entertainment, or other pay feature put on as part of such fairy 

Subsection (c) of this section, as it passed the House, adds a new 
subsection (d) to section 1701 of the code. This new subsection 
grants an exemption covering admissions to facilities for physical 
recreation, such as swimming pools, bathing beaches, and skating 
rinks (including exhibitions and tournaments conducted at such facili- 
ties) operated by, and with the entire proceeds inuring to, States and 
political subdivisions thereof, such as counties and cities, or the United 
States, and agencies and instrumentalities of the foregoing. The new 
exemption does not encompass spectator facilities, such as zoos and 
aquariums. Your committee has retained this exemption. 

In addition, your committee has also provided for the addition 
of a new subsection (e) to section 1701 of the code. Subsection (e) (1) 
grants an exemption from the admissions tax covering admissions to a 
home or garden which is te mpors arily opened to the general — as 
part of a program conducted by a society or organization to permit 
the inspection of historical homes and gardens. Sabesction (e) (2) 
grants an exemption from the admissions tax covering admissions to 
historic sites, houses, and shrines, and museums conducted in connec- 
tion therewith, maintained and operated by a society or organization 
devoted to the preservation of such places. To qualify for the exemp- 
tion under the new subsection (¢) no part of the net earnings of the 
society or organization conducting the home or garden tour program, 
or maintaining or operating such historic sites, hilase ‘s, and so forth, 
may inure to the benefit of any private stockholder or individual. 


SECTION 403. EFFECTIVE DATE OF AMENDMENTS 
RELATING TO ADMISSIONS 


This section is the same as section 403 of the House bill and provides 
that the amendments made by sections 401 and 402 shall apply to 
amounts paid on or after the first day of the first month which begins 
more than 10 days after the date of the enactment of this act for 
admissions on or after such first day. 


SECTION 404. TAX ON CABARETS, ROOF GARDENS, ETC. 


This section, which is identical with section 404 of the House bill, 
amends section 1700 (e) (1) of the code to exempt from the cabaret 
tax bona fide dance halls, ballrooms, and other similar places where 
the serving or selling of food, refreshments, or merchandise is merely 
incidental to the music and dancing privileges furnished unless the 
conduct of the place is such as to bring it within the normal concept 
of a roof garden, cabaret, or similar place. This determination will 
be made by reference to the over-all operation of the establishment, 
including such factors as the relative income from the several activities 
over a period of time, the relative portion of space devoted to the 
various activities, the type of refreshments served or sold, the scope and 
character of the entertainment furnished, and the hours of operation. 

The purpose of this amendment is to make it clear that the principles 
set forth by the district court in the case of Geer v. Birmingham (88 F. 
Supp. 189) are controlling in the determination of whether the estab- 
lishment involved is operating as a cabaret or as a dance hall, and to 
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avoid the broad construction placed upon the statute in the case of 
Avalon Amusement Corporation v. United States (165 F. 2d 653) and 
in the court of appeals decision reversing the decision of the district 
court in the Geer case (Birmingham v. Geer, 185 F. 2d 82), which 
require that dance halls and similar establishments be taxed as 
cabarets, even though the serving or selling of food, refreshments, or 
merchandise is merely incidental. 

The amendment made by this section shall take effect at 10 a. m., 
on the first day of the first month which begins more than 10 days after 
the date of the enactment of this act. 


Parr II—Tax on CIGARETTES 
SECTION 421. TAX ON CIGARETTES 


Subsection (a) of this section as it passed the House amends section 
2000 (c) (2) of the code (relating to the tax on cigarettes) to increase 
the rate of tax with respect to cigarettes weighing not more than 3 
pounds per thousand from $3.50 to $4 per thousand. Your committee 
has amended this section to provide that the increased rate of tax shall 
be applicable only until January 1, 1954, at which time the rate of tax 
with respect to such cigarettes will revert™ to $3.50 per thousand, the 
present rate of tax. 

Subsection (b) provides that the increase in the rate of tax made by 
subsection (a) shall take effect on the first day of the first month which 
begins more than 10 days after the date of enactment of this act. 


SECTION 422. FLOOR STOCKS TAX AND FLOOR STOCKS 
REFUND ON CIGARETTES 


As passed by the House, this section amends section 2000 of the 
code (relating to the tax on tobacco, etc.) by adding a new subsee; 
tion (f) which imposes a floor stocks tax equal to the increase in the 
tax made by section 421 (a) with respect to cigarettes weighing not 
more than 3 pounds per thousand which are held for sale on the day 
the increased rate of tax on such cigarettes takes effect. 

Your committee has retained this amendment but has added an 
additional subsection (g) to section 2000 of the code. This added 
subsection provides for a credit or refund (without interest), on 
cigarettes weighing not more than 3 pounds per thousand which on 
January 1, 1954, are held and intended for sale or are in transit to the 
United States on which tax has been paid, in an amount equal to the 
difference between the tax paid on such cigarettes (including floor 
stocks tax) and the tax made applicable to such cigarettes on January 
1, 1954. To be entitled to credit or refund, such cigarettes must, on 
January 1, 1954, be held and intended for sale; the person so holding 
the cigarettes must, prior to April 1, 1954, file claim for credit or 
refund; and he must also make, keep, and file records as required both 
before and after January 1, 1954 (but not extending beyond 1 year 
thereafter), and must establish to the satisfaction of the Secretary, 
with respect to cigarettes of the class for which credit or refund is 
claimed by him under this subsection, that on and after January 1, 
1954, and before April 1, 1954, the price at which cigarettes of such 
class were sold (until a number equal at least to the number on hand 
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at the first moment of January 1, 1954, were sold) reflected, in such 
manner as the Secretary may by regulations prescribe, the amount of 
the tax reduction. The Secretary will, under the regulations, estab- 
lish a system for making credit or refund where the benefit of the tax 
reduction is passed on to the consumer. The regulations may pre- 
scribe the method of arriving at the price at which such cigarettes 
were sold before the tax reduction, and may also prescribe the method 
of ascertaining the reduced price reflecting the tax reduction, if a 
credit or refund is to be allowed. Credit or refund is not to be allowed 
under this subsection with respect to the cigarettes in respect to which 
credit or refund is claimed unless the requirements of the subsection 
and the regulations are satisfied. 


SECTION 423. REDUCTION OF TAX ON SNUFF AND 
ChEWING TOBACCO 


This section, which your committee has added to the House bill, 
amends section 2000 (a) of the code, relating to the tax on tobacco 
and snuff. 

Subsection (a) of this section amends existing law so as to change 
the rate of tax on all snuff and chewing tobacco from 18 cents per 
pound to 10 cents per pound, but retains the present tax rate of 18 
cents per pound on all smoking tobacco. Under this amendment a tax 
of 10 cents per pound would be imposed oa snuff of all deser?ptions, and 
on all chewing tobaccos. 

Subsection (b) provides that the changes in the tax rates made 
by subsection (a) shall take effect on the first day of the first month 
which begins more than 10 days after the date of the enactment of 


this Act. 
Part ITI—ReratiLers’ Excise TAXES 


SECTION 431, RETAILERS’ EXCISE TAX ON TOILET 
PREPARATIONS 


This section, which is identical with section 432 of the House bill, 
amends section 2402 (a) of the code (relating to the tax on toilet 
preparations) by adding at the end thereof a new sentence to exempt 
from the tax thereby imposed toilet articles intended to be used or 
applied only in the care of babies. The determination of whether 
toilet articles are intended to be used or applied only in the care of 
babies will be made only by reference to the advertising with respect 
to, and the labeling contained on, the article. If an article is adver- 
tised and labeled as being for use in the care of babies and is not adver- 
tised or labeled as usable by persons other than babies the article is 
exempt from tax even though the particular purchaser buys it for 
adult use. On the other hand, an article which is represented by 
advertising or labeling as fit for adult use in addition to use in the care 
of babies will not be exempt from tax even though sold to a.purchaser 
who intends to use the article only in the care of babies. 

Under existing law toilet articles sold to a beauty parlor, barber 
shop, or similar establishment for use in the operation thereof are 
taxable when sold. Articles sold to such establishments for resale 
are not taxable until sold by them. Under existing procedures these 
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establishments must submit exemption certificates to their vendors 
in order that toilet articles may be purchased tax-free for resale. 
Articles procured by such establishments tax-free for resale and 
actually used in operation of the place are taxable when first set 
apart for such use. Under the amendment made by section 431 (b) 
to section 2402 (b) of the code, toilet articles sold to such establish- 
ments, for resale or for use in the operation thereof, are exempted 
from tax. The resale of toilet articles at retail by such establishments 
will continue to be taxable, as under present law. 


SECTION 432. EFFECTIVE DATE OF PART III 


This section, which is the same as section 433 of the House bill, pro- 
vides that the amendments made by part III (relating to retailers’ 
excise taxes) shall apply only to articles sold on or after the first day 
of the first month which begins more than 10 days after the date of 
enactment of this act. 


Part IV—Liquor 


SECTIONS 441, 442, AND 443. DISTILLED SPIRITS, WINES 
AND FERMENTED MALT LIQUORS 


These sections are the same as sections 451, 452, and 453 of the 
House bill, except that provision is made for the elimination of the 
proposed increase in rates on and after January 1, 1954. These 
sections increase the rates of tax on distilled spirits, wines, and fer- 
mented malt liquors. The re increases are as follows: Dis- 
tilled spirits, from $9 to $10.5 per proof gallon; still wines not over 
14 percent alcohol, from 15 to 17 cents per gallon; still wines over 14 
percent and not over 21 percent of alcohol, from 60 to 67 cents per 
gallon; still wines over 21 percent and not over 24 percent of alcohol, 
from $2 to $2.25 per gallon; sparkling wines, from 15 to 17 cents per 
one-half pint; artificially carbonated wines, from 10 to 12 cents per 
one-half pint; liqueurs, cordials, and similar compounds containing 
fortified sweet wine or fortified fruit or berry wines, from 10 to 12 
cents per one-half pint; fermented malt liquors from $8 to $9 per 
barrel. These sections also impose equalizing floor stocks taxes on 
tax-paid distilled spirits and tax-paid wines held for sale or for use 
in the manufacture of any article intended for sale on the date the 
increased rates become effective; and on all tax-paid fermented malt 
liquors held for sale on the date the increased rate becomes effective. 
Provisions similar to those contained in the Revenue Act of 1943 
are made for the filing of floor stocks tax returns and for the payment 
of such tax. Section 441 also increases the rate of tax on imported 
perfumes containing distilled spirits from $9 to $10.50 per wine gallon. 


SECTION 444. FLOOR STOCKS REFUNDS 


This section deals with refunds applicable with respect to alcoholic 
liquors upon the termination of the tax rate increasés proposed for 
these products in the bill. It amends section 1656 (a) and (b) of 
the code. The House bill did not provide for a termination date for 
the proposed rate increases and, accordingly, made no provisions of 
refunds on the rate reduction date. 
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Section 1656 (a) and (b) of the code, as amended by this section, 
covers alcoholic liquors, including distilled spirits, imported perfumes 
containing distilled spirits, wines, including liqueurs and cordials, and 
fermented malt liquors. It provides for credit or refund (without 
interest) of the excess of the taxes (including floor stocks taxes) paid 
with respect to such liquors on account of the higher rates imposed 
by this bill over the taxes that would have been payable in the absence 
of the increased rates provided by this bill. To be entitled to credit 
or refund, the liquor must, on January 1, 1954, be held for sale or 
for use in the manufacture « r production of an article intended for 
sale; the person so holding it must, prior to February 1, 1954, file 
claim for credit or refund; and he must also make, keep, and file 
records as required, and must establish to the satisfaction of the 
Secretary, with respect to each kind of article for which credit or 
refund is claimed by him under this section, that after December 31, 
1953, and before April 1, 1954, the price at which articles of such 
kind were sold (until a number equal at least to the number on hand 
on January 1, 1954, were sold) reflected, in such manner as the Sec- 
retary may by regulations prescribe, the amount of the tax reduction. 
Under this section the Secretary will be authorized, under regulations, 
to establish a system for making credit or refund where the benefit 
of the tax reduction is passed on to the consumer. The regulations 
may prescribe the method of arriving at the price at which the article 
was sold before the tax reduction. The regulations may also prescribe 
the method of ascertaining the reduced price reflecting the tax reduc- 
tion, if a credit or refund is to be allowed. 


SECTION 445. CLERICAL AMENDMENT 


This section is the same as section 454 of the House bill. The 
section amends section 1650 (relating to war tax rates on certain 
miscellaneous taxes) by striking out the provisions thereof relating 
to distilled spirits, imported perfumes containing distilled spirits, 
wines, and fermented malt liquors. 


SECTION 446. EFFECTIVE DATE OF PART IV 


This section is the same as section 455 of the House bill. The 
section provides that the amendments made by this part shall take 
effect on the first day of the first month which begins more than 10 
days after the date of enactment of this act. 


Part V—OccuPpATIONAL TAXES 


SECTION 451. OCCUPATIONAL TAXES ON DEALERS IN 
LIQUORS 


This section increases the rates of occupational taxes on wholesale 
dealers in liquors, retail dealers in liquors, and wholesale dealers in 
malt liquors. The proposed increases are as follows: Wholesale 
dealers in liquors, from $110 to $200; retail dealers in liquors, from 
$27.50 to $50; and wholesale dealers in malt liquors, from $55 to $100. 
The sec tion is the same as section 461 of the House bill, except that 
provision is made for the elimination of the proposed increase in rate 
on and after July 1, 1954. 
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SECTION 452. DRAW-BACK IN THE CASE OF DISTILLED 
SPIRITS USED IN THE MANUFACTURE OF CERTAIN 
NONBEVERAGE PRODUCTS 


This section corresponds to section 462 of the House bill. The 
section has, however, been redrafted to accomplish its objective by 
amending only section 3250 (1) (5) of the code and to provide for 
reduction of the amount of draw-back after December 31, 1953, to 
correspond with the proposed reduction in the rate of tax on distilled 
spirits on and after January 1, 1954. Subparagraph (5) (A) provides 
for payment of draw-back at the rate of $6 per proof gallon with 
respect to distilled spirits tax-paid at the rate of $9 per proof gallon 
prior to the effective date of section 452. Subparagraph (5) (B) 
provides for payment of draw-back at the rate of $9.50 per eet 
gallon with respect to distilled spirits tax-paid at the rate of $10.50 
per proof gallon on and after the effective date of section 452. Sub- 
paragraph (5) (C) provides for payment of draw-back at the rate of 
$8 per proof gallon with respect to distilled spirits tax-paid at the 
rate of $9 per proof gallon after December 31, 1953 

The amendment shall be applicable only with respect to distilled 
spirits used on or after the first day of the first month which begins 
more than 10 days after the date of enactment of this act. 


SECTION 453. TAX ON COIN-OPERATED GAMING 
DEVICES 


This section, which is the same as section 463 of the House bill, 
amends section 3267 (a) of the Internal Revenue Code to increase the 
present rate of the special (occupational) tax thereby imposed with 
respect to coin-operated gaming devices from $150 to $250 per year. 


SECTION 454. EFFECTIVE DATE OF PART VY 


This section is substantially the same as section 465 of the House 
bill, and provides that the amendments made by sections 451 and 
453 shall take effect on the first day of the first month which begins 
more than 10 days after the date of the enactment of this act. In 
the case of the year beginning July 1, 1951, where the trade or busi- 
ness on which the occup: ational tax is imposed was commenced prior 
to the first day of the month specified in the preceding sentence, 1. e. 
the month which begins more than 10 days after the date of the 
enactment of this act, the increase in the tax resulting from the 
amendments made by sections 451 and 453 shall be reckoned propor- 
tionately from the first day of such first month to and including the 
30th day of June following and shall be due on, and shall be payable 
on or before, the last day of such specified month. 


Part VI—WAGERING 
SECTION 461. WAGERING TAXES 
This section is identical with section 471 of the House bill. It 


adds to the Internal Reyenue Code a new chapter entitled “Chapter 
27A—Wagering ‘Taxes,”’ which i 30S ragers c equal to 10 
27: agering ‘T'axes,”” which imposes on wagers a tax equal to 
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percent of the amount thereof, and a special (occupational) tax of 
$50 per year on each person who is liable for the tax on wagers or 
who is engaged in receiving wagers for or on behalf of any person so 
liable. For a detailed discussion of these new taxes, see the explana- 
tion beginning on page 112 of the first part of this report. 


SECTION 462. EFFECTIVE DATE OF PART VI 


This section, which is the same as section 472 of the House bill, 
provides that the tax imposed on wagers by subchapter A of chapter 
27A of the Internal Revenue Code, as added by sectjon 461, shall 
apply only with respect to wagers placed on or after the first day of 
the first month which begins more than 10 days after the date of 
enactment of this act. The section further provides that the occu- 
pational tax imposed by subchapter B of chapter 27A of the code, as 
added by section 461, shall not be payable with respect to any period 
prior to the first month which begins more than 10 days after the 
date of enactment of this act. It is also provided that in the case of 
any person who is liable for tax under subchapter A of chapter 27A, 
or who is engaged in receiving wagers for or on behalf of any person so 
liable, and who commenced the activity which makes him subject te 
such tax, or who was engaged in receiving such wagers, prior to the 
first day of the first month specified in the preceding sentence, i. e., 
the month which begins more than 10 days after the enaetment of the 
act, the tax under subchapter B of chapter 27A shall be reckoned 
proportionately from the first day of such month to and including the 
30th day of June following and shall be due on, and payable on or 
before, the last day of such specified month. 


Part VII—MANUFACTURERS’ Excist TAXEs 


SECTION 471. AUTOMOBILES, TRUCKS, AND PARTS OR 
ACCESSORIES 


This section is similar to section 481 of the House bill with the 
exception that your committee has amended subsections (a), (b), and 
(c) thereof to provide that the increases in rates of tax m: ne rv the 
House bill shall be applicable only until January 1, 1954, at which 
time the rates of tax now in effect under section 3403 of the vot will 
be applicable. Also, your committee has eliminated the tax upon 
house trailers and parts and accessories sold on or in connection 
therewith. Under the House bill the present 7-percent tax upon such 
items would be continued. 

Subsections (a) and (b) of this section respectively amend section 
3403 (a) of the code to increase the manufacturers’ excise tax from 5 
to 8 percent on automobile trucks and other items included in seetion 
3403 (a), and on passenger automobiles and all items now included 
in section 3403 (b) from 7 to 10 percent, except chassis and bodies 
for house trailers (including parts or accessories therefor sold on or in 
connection therewith or with the sale thereof), which will be exempt 
from tax. 

Subsection (¢) amends section 3403 (c¢) of the code to increase the 
tax on parts or accessories for any of the articles enumerated in section 
3403 (a) and (b) of the code from 5 to 8 percent. 
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Subsection (d) adds a new sentence at the end of such section 3403 
(ec) to provide that in determining the sale price of a rebuilt automo- 
bile part or accessory, there shall be excluded from the price, in 
accordance with regulations prescribed by the Secretary, the value 
of a like part or accessory accepted in exchange. 

Subsection (e) is a technical amendment of section 3403 (e) to pro- 
vide rates of credit allowable to manufacturers for tax-paid tires, inner 
tubes, or automobile radio or television receiving sets used in the manu- 
facture of automobiles, etc., equal to the rates of tax imposed on auto- 
mobiles, ete. 

Subsection (f) amends section 3443 (a) (3) (A) by adding a new 
clause (vi) to provide a credit or refund to a manufacturer of automo- 
bile parts or accessories when a part or accessory (other than spark 
plugs, storage batteries, leaf springs, coils, timers, and tire chains) is 
resold for use as a replacement part for farm equipment. Under 
existing procedure a farm equipment manufacturer may buy for use 
as component parts of such equipment, parts or accessories primarily 
designed for automotive use (other than spark plugs, storage batteries, 
leaf springs, coils, timers, and tire chains) under a certificate of intent 
to use them as original equipment, but may not buy automobile parts 
or accessories tax-free for resale for repair or replacement purposes on 
nontaxable articles. Thus, under the amendment a credit or refund 
is allowable with respect to those parts or accessories which under 
existing law and procedures may be sold tax-free to the manufacturer 
of the original nontaxable equipment. 

The credit or refund may not be allowed under section 3443 (a) (3) 
(A) (vi) with respect to spark plugs, storage batteries, leaf springs, 
coils, timers, and tire chains or with respect to any part or accessory 
taxable under section 3403 (c) resold for use as repair or replacement 
parts for any of the articles taxable under section 3403 (a) and (b) of 
the code. 

Subsection (g) provides that the amendment made by subsection 
(f) shall be effective with respect to articles purchased by the user 
thereof on or after the first day of the first month which begins more 
than 10 days after the date of the enactment of this act. 

Subsection (h) of this section amends section 3400 (a) of the code 
to exempt from the tax thereby imposed on tires those of all-rubber 
construction without fabric or metal reinforcement, whether hollow 
center or solid, if they are not more than 20 inches in diameter and 
not more than 1% inches in cross section, and those of extruded tiring 
with internal wire-fastening agent. 


SECTION 472. NAVIGATION RECEIVERS SOLD TO THE 
UNITED STATES 


This section, which is substantially the same as section 482 of the 
House bill, deals with ““communication, detection, or navigation re- 
ceivers of the type used in commercial, military, or marine installa- 
tions’’ hereafter in this paragraph referred to as “navigation receivers.” 
Subsection (a) amends section 3404 (a) of the code to exempt from 
the tax thereby imposed on radio and television receiving sets, etc., 
the sale of navigation receivers to the United States for its exclusive 
use. Subsection (b) amends section 3404 (b) of the code to exempt 
from the tax thereby imposed on component parts of radio and tele- 
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vision receiving sets, etc., the sale of any article for use by the vendee 
as material in the manufacture or production of, or as a component 
part of, navigation receivers to be sold by him to the United States 
for its exclusive use. Subsection (c) amends section 3443 (a) (1) of 
the code to allow a manufacturer or producer of navigation receivers 
a credit or refund of tax paid on articles taxable under section 3404 (b) 
purchased for use by him in the manufacture or production of, or as 
a component part of, navigation receivers if such navigation re- 
ceivers have been sold by him to the United States for its exclusive 
use. Subsection (d) amends section 3443 (a) (3) (A) of the code 
to allow a credit or refund to a manufacturer, producer, or importer 
of navigation receivers in the amount of tax paid by him with re- 
spect to the sale thereof if he has in his possession such evidence as 
regulations may require that such navigation receivers have been re- 
sold to the United States for its exclusive use. Subsection (e) amends 
section 3444 (b) of the code to exempt from the tax thereby imposed 
on the use of taxable articles by the manufacturer, producer, or im- 
porter thereof, articles taxable under section 3404 (b) used in the 
manufacture or production of, or as a component part of, navigation 
receivers sold to the United States for its exclusive use. Subsection 
(f) specifies the various effective dates of the amendments made by 
the foregoing subsections. 


SECTION 473. TAX-FREE SALES OF REFRIGERATOR COM. 
PONENTS TO WHOLESALERS FOR RESALE TO MANU- 
FACTURERS 


This section, which does not appear in the House bill, amends see- 
tion 3405 (b) * the code to provide for the tax-free sale of refrigerator 
components (i. e., cabinets, compressors, condensers, condensing units, 
evaporators, susimatiii units, absorbers, = controls) by the manu- 
facturer thereof to a wholesaler or dealer for resale to a manufacturer 
of complete refrigerators, refrigerating or cooling apparatus, or quick- 
freeze units (hereinafter referred to as “refrigerating equipment”’), if 
such components are in due course so sense The present law per- 
mits the tax-free sale of refrigerator components by the manufacturer 
thereof to a wholesaler or dealer for resale to a manufacturer of tax- 
able refrigerating equipment. However, such tax-free sales of com- 
ponents to wholesalers for resale to manufacturers of refrigerating 
equipment may not be made, under present law, if the refrigerating 
equipment in which the components are used is nontaxable. On the 
other hand, refrigerator components may be sold tax-free by the manu- 
facturer thereof direct to a manufacturer of refrigerating equipment 
whether or not such refrigerating equipment is taxable. 

Under the amendment proposed by your committee, sales of refrig- 
erator components may be made tax-free to wholesalers and dealers 
for resale to manufacturers of refrigerating equipment whether or not 
such refrigerating equipment is taxable. 

With respect to tax-free sales of refrigerator components to a whole- 
saler or dealer under the amendment, the present administrative 
regulations relating to the tax-free sale of articles for further manu- 
facture of taxable articles will be applicable. Under these administra- 
tive regulations, in the case of a sale of refrigerator components by a 
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Subsection (d) adds a new sentence at the end of such section 3403 
(ec) to provide that in determining the sale price of a rebuilt automo- 
bile part or accessory, there shall be excluded from the price, in 
accordance with regulations prescribed by the Secretary, the value 
of a like part or accessory accepted in exchange. 

Subsection (e) is a technical amendment of section 3403 (e) to pro- 
vide rates of credit allowable to manufacturers for tax-paid tires, inner 
tubes, or automobile radio or television receiving sets used in the manu- 
facture of automobiles, etc., equal to the rates of tax imposed on auto- 
mobiles, ete. 

Subsection (f) amends section 3443 (a) (3) (A) by adding a new 
clause (vi) to provide a credit or refund to a manufacturer of automo- 
bile parts or accessories when a part or accessory (other than spark 
plugs, storage batteries, leaf springs, coils, timers, and tire chains) is 
resold for use as a replacement part for farm equipment. Under 
existing procedure a farm equipment manufacturer may buy for use 
as component parts of such equipment, parts or accessories primarily 
designed for automotive use (other than spark plugs, storage batteries, 
leaf springs, coils, timers, and tire chains) under a certificate of intent 
to use them as original equipment, but may not buy automobile parts 
or accessories tax-free for resale for repair or replacement purposes on 
nontaxable articles. Thus, under the amendment a credit or refund 
is allowable with respect to those parts or accessories which under 
existing law and procedures may be sold tax-free to the manufacturer 
of the original nontaxable equipment. 

The credit or refund may not be allowed under section 3443 (a) (3) 
(A) (vi) with respect to spark plugs, storage batteries, leaf springs, 
coils, timers, and tire chains or with respect to any part or accessory 
taxable under section 3403 (c) resold for use as repair or replacement 
parts for any of the articles taxable under section 3403 (a) and (b) of 
the code. 

Subsection (g) provides that the amendment made by subsection 
(f) shall be effective with respect to articles purchased by the user 
thereof on or after the first day of the first month which begins more 
than 10 days after the date of the enactment of this act. 

Subsection (h) of this section amends section 3400 (a) of the code 
to exempt from the tax thereby imposed on tires those of all-rubber 
construction without fabric or metal reinforcement, whether hollow 
center or solid, if they are not more than 20 inches in diameter and 
not more than 1% inches in cross section, and those of extruded tiring 
with internal wire-fastening agent. 


SECTION 472. NAVIGATION RECEIVERS SOLD TO THE 
UNITED STATES 


This section, which is substantially the same as section 482 of the 
House bill, deals with “communication, detection, or navigation re- 
ceivers of the type used in commercial, military, or marine installa- 
tions” hereafter in this paragraph referred to as “navigation receivers.” 
Subsection (a) amends section 3404 (a) of the code to exempt from 
the tax thereby imposed on radio and television receiving sets, etc., 
the sale of navigation receivers to the United States for its exclusive 
use. Subsection (b) amends section 3404 (b) of the code to exempt 
from the tax thereby imposed on component parts of radio and tele- 
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vision receiving sets, etc., the sale of any article for use by the vendee 
as material in the manufacture or production of, or as a component 
part of, navigation receivers to be sold by him to the United States 
for its exclusive use. Subsection (c) amends section 3443 (a) (1) of 
the code to allow a manufacturer or producer of navigation receivers 
a credit or refund of tax paid on articles taxable under section 3404 (b) 
purchased for use by him in the manufacture or production of, or as 
a component part of, navigation receivers if such navigation re- 
ceivers have been sold by him to the United States for its exclusive 
use. Subsection (d) amends section 3443 (a) (3) (A) of the code 
to allow a credit or refund to a manufacturer, producer, or importer 
of navigation receivers in the amount of tax paid by him with re- 
spect to the sale thereof if he has in his possession such evidence as 
regulations may require that such navigation receivers have been re- 
sold to the United States for its exclusive use. Subsection (e) amends 
section 3444 (b) of the code to exempt from the tax thereby imposed 
on the use of taxable articles by the manufacturer, producer, or im- 
porter thereof, articles taxable under section 3404 (b) used in the 
manufacture or production of, or as a component part of, navigation 
receivers sold to the United States for its exclusive use. Subsection 
(f) specifies the various effective dates of the amendments made by 
the foregoing subsections. 


SECTION 473. TAX-FREE SALES OF REFRIGERATOR COM- 
PONENTS TO WHOLESALERS FOR RESALE TO MANU- 
FACTURERS 


This section, which does not appear in the House bill, amends sec- 
tion 3405 (b) of the code to provide for the tax-free sale of refrigerator 
components (i. e., cabinets, compressors, condensers, condensing units, 
evaporators, expansion units, absorbers, and controls) by the manu- 
facturer thereof to a wholesaler or dealer for resale to a manufacturer 
of complete refrigerators, refrigerating or cooling apparatus, or quick- 
freeze units (hereinafter referred to as “refrigerating equipment’’), if 
such components are in due course so soos The present law per- 
mits the tax-free sale of refrigerator components by the aa huahieces 
thereof to a wholesaler or dealer for resale to a manufacturer of tax- 
able refrigerating equipment. However, such tax-free sales of com- 
ponents to wholesalers for resale to manufacturers of refrigerating 
equipment may not be made, under present law, if the re frigerating 
equipment in which the components are used is nontaxable. On the 
other hand, refrigerator components may be sold tax-free by the manu- 
facturer thereof direct to a manufacturer of refrigerating equipment 
whether or not such refrigerating equipment is taxable. 

Under the amendment proposed by your committee, sales of refrig- 
erator components may be made tax-free to wholesalers and dealers 
for resale to manufacturers of refrigerating equipment whether or not 
such refrigerating equipment is taxable. 

With respect to tax-free sales of refrigerator components to a whole- 
saler or dealer under the amendment, the present administrative 
regulations relating to the tax-free sale of articles for further manu- 
facture of taxable articles will be applicable. Under these administra- 
tive regulations, in the case of a sale of refrigerator components by a 
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manufacturer thereof to a wholesalet or dealer for resale to a manu- 
facturer of refrigerating equipment, the tax liability of the manufac- 
turer of the re frige ‘rator components will be suspended for a period of 
2 months pending submission by the wholesaler or dealer to the manu- 
facturer of satisfactory evidence that the components purchased by 
him tax-free were, in fact, resold to a manufacturer of refrigerating 
equipment. If the required evidence is not received within the 2- 
month period, the temporary suspension of liability will cease and the 
manufacturer of the components sold tax-free will become liable for 
the tax on such components. If the required evidence is furnished 
to the manufacturer of the components after the 2-month period has 
elapsed, a credit or refund is to be allowed with respect to any tax 
previously paid by the manufacturer on those components originally 
sold tax-free, but upon which tax was paid at a later date by reason 
of the termination of the temporary suspension of tax liability. 


SECTION 474. SPORTING GOODS 


This section corresponds to section 483 of the House bill. As it 
passed the House section 483 amended section 3406 (a) (1) of the 
Internal Revenue Code to exclude from the tax on sporting goods the 
following named items: 

Basketballs 
Boxing gloves and other boxing equipment 
Cricket balls and bats 
Fencing equipment 
Footballs and other football equipment 
Gymnasium equipment and apparatus 
Hocke Vv equipment 
Indoor baseballs and other indoor-baseball equipment 
Lacrosse equipment 
Mass balls 
Pushballs 
Skates 
Snow toboggans and sleds 
Soccer balls 
Softballs and other softball equipment 
Track hurdles 
Vaulting equipment 
Vollevballs and other volleyball equipment 
Water-polo equipment 
Wrestling head-harness 
On the items not so excluded, the tax was raised from 10 percent to 
15 percent under the House bill. 

Your committee has revised the taxable list of sporting goods to 
exclude from tax baseballs, baseball bats, baseball body protectors 
and shin guards, baseball gloves and mitts, and baseball masks. How- 
ever, your committee has reinstated as taxable sporting goods the 
following items which were excluded from tax under the House bill: 
Cricket balls and bats, lacrosse equipment, skates, and snow toboggans 
and sleds. Moreover, your committee has provided that the tax on 
fishing equipment shall remain at the present rate of 10 percent. 
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SECTION 475. ELECTRIC, GAS, AND OIL APPLIANCES 


This section is similar to section 484 of the House bill. As passed 
by the House, section 484 amends section 3406 (a) (3) of the eode 
(relating to manufacturers’ excise tax on electric, gas, and oil appli- 
ances) (1) to include in the list of articles subject to the tax at the 
rate of 10 percent electric sheets and spreads, and the following appli- 
ances of the household type: Electric belt-driven fans; electric or gas 
clothes driers; electric door chimes; electric dehumidifiers; electric 
dishwashers; electric floor polishers and waxers; electric food choppers 
and grinders; electric hedge trimmers; electric ice-cream freezers; 
electric mangles; electric motion- or still-picture projectors; electric 
pants pressers; electric shavers; aid power lawn mowers; and (2) to 
remove electric heating pads from the application of such tax. Your 
committee has retained these amendments, except for the inclusion 
of electric shavers io the list of taxable articles, and has added thereto 
the following household applicances: Electric e xhaust blowers; electric 

vacuum cleaners; electric washiag machines; and electric garbage- 
disposal units. In addition, your committee has deleted from the 
taxable list electric direct motor-driven fans of the industrial type and 
eleetric air heaters of the blower type, whether or not designed for 
household use. 

Subsection (b) of this section (which did not appear in the House bill) 
amends section 3441 (b) of the code (relating to sale price of a taxable 
article) to make the provisions of such section applicable to a situation 
where a taxable article is sold at retail under an arrangement whereby 
the manufacturer negotiates the sale on behalf of the retailer. In 
such a case the tax shall be computed or the price for which such 
articles are sold, in the ordinary course of trade, by manufacturers or 
producers thereof, as determined by the Commissioner. This 
amendment to section 3441 (b) is to be applicable only in those cases 
where it is established that the manufacturer has a bona fide plan or 
method of actually performing substantially all sales negotiations 
with the consumer, through the efforts of a selling staff trained and 
directed by the manufacturer. 


SECTION 476. PHOTOGRAPHIC APPARATUS 


This section corresponds to section 485 of the House bill. As 
passed by the House, section 485 amends section 3406 (a) (4) of the 
code to exclude from the application of the tax certain photographic 
apparatus and film generally used by commercial enterprises and to 
subject the remaining items to a uniform tax rate of 20 percent. 
Provision is also made in the House bill for a floor-stocks refund 
credit with respect to photographic bulbs held for sale on the effee- 
tive date of the elimination of the tax on such bulbs. 

In lieu of the provisions of the House bill, your committee has 
amended section 3406 (a) (4) so that a uniform tax rate of 15 percent 
will apply to all photographic items subject to tax at the present 
time. Moreover, your committee has added to this section of the 
code a provision whereby the amount of tax on a sale of unexposed 
35-millimeter color positive print motion-picture film shall be com- 
puted, in lieu of, on the price for which so sold, on the price for which 
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an equivalent quantity of unexposed 35-millimeter black-and-white 
positive print motion-picture film is sold, in the ordinary course of 
trade, by manufacturers or producers thereof, as determined by the 
Secretary. 


SECTION 477. TAX ON PENCILS, FOUNTAIN AND BALL- 
POINT PENS, AND MECHANICAL LIGHTERS FOR CIG- 
ARETTES, CIGARS, AND PIPES 


This section corresponds to section 486 of the House bill, which 
amends chapter 29 of the code (relating to manufacturers’ excise and 
import taxes) by adding a new section which provides under sub- 
section (a) thereof for the imposition of a tax of 20 percent on the 
sale by the manufacturer, producer, or importer of mechanical 
pencils, fountain pens, and ball-point pens. Subsection (b) of section 
486 of the House bill provides for an exemption from the manu- 
facturers’ excise tax under this new section if any of the foregoing 
articles are subject to the 20-percent retailers’ excise tax on jewelry 
under section 2400 of the code. 

Your committee has retained this amendment, but has provided for 
a tax rate of 10 percent instead of 20 percent under the House bill, 
and has included in the tax base mechanical lighters for cigarettes, 
cigars, and pipes. These latter articles, under section 431 of the 
House bill, were included in the list of articles subject to the 20 percent 
retailers’ eee tax under section 2400 of the code (relating to 
je welr VY, etc. 

In order to prevent the pyrene of taxes, your committee has 
provided that where a pen, pencil, or lighter is sold and a tax of 10 
percent is paid under this section all such pen, pencil, or lighter is 
thereafter decorated, plated, or ornamented so as to be subject to the 
20-percent jewelry tax when sold at retail, the retailer shall, in the 
computation of his tax liability, be entitled to a credit or refund in 
an amount equal to the tax paid under this section. 


SECTION 478. REPEAL OF TAX ON ELECTRICAL 
ENERGY 


This section is substantially the same as section 487 of the House 
bill. Subsection (a) repeals section 3411 of the code (relating to the 
tax on electrical energy for domestic or commercial consumption) and 
certain related sections in the nature of cross-references, namely, 
sections 3441 (d) and 3447 (c) 

Subsection (b) provides in paragraph (1) that except as provided 
in paragraph (2), such repeal shall apply to electrical energy. sold 
on or after the first day of the first month which begins more than 
10 days after the date of the enactment of this Act, and in paragraph 

(2) that in the case of a sale of electrical energy which is billed to 
the customer for a period beginning before such effective date and 
ending on or after such effective date, the provisions of subsection 
(a) shall apply only to that portion of the amount billed for the 
electrical energy sold during the entire period which the number of 
days in such period beginning with the effective date bears to the 
total numbe ‘r of days in such entire period. This section shall not 
apply to electrical energy sold before such effective date for which 
a bill was rendered prior thereto. 
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SECTION 479. TAX ON GASOLINE 


Subsection (a) of this section amends section 3412 (a) of the code 
to increase the tax on gasoline from 1% cents to 2 cents a gallon. 
Subsection (b) adds a new subsection (f) to section 3412 of the code 
to impose a floor-stocks tax on gasoline subject to tax under such 
section which, on the effective date of the increase in tax, is held or 
intended for sale, at the rate of one-half cent per gallon. It is pro- 
vided that such floor-stocks tax shall not apply to gasoline in retail 
stocks held at the place where intended to be sold at retail or to 
gasoline held for sale by a producer or importer of gasoline. These 
provisions correspond to section 488 of the House bill. 

Your committee, however, bas amended the provisions of the House 
bill to provide under subsection (a) that the increase in rate of tax to 
2 cents shall be applicable only until January 1, 1954, at which time 
the rate of tax with respect to gasoline will revert to 14 cents per 
gallon, the present rate of tax. In addition, your committee has, in 
subsection (b), added a new subsection (g) to section 3412 of the code. 
This added subsection provides for a credit or refund (without interest) 
to the producer or importer in an amount equal to so much of the 
difference between the tax paid on such gasoline and the amount of 
tax made applicable to such gasoline on and after January 1, 1954, 
as has been paid by such produc er or importer to the person holding 
such gasoline for sale as reimbursement for the tax reduction on such 
gasoline. However, no credit or refund shall be allowable with respect 
to gasoline in retail stocks held at the place where intended to be sold at 
retail nor with respect to gasoline held for sale by a producer or importer 
of gasoline. To be entitled to a credit or refund, the producer or 
importer must file claim with the Secretary prior to April 1, 1954, and 
establish that he bas in his possession satisfactory evidence of the 
inventories with respect to which he has made reimbursement to 
persons holding such gasoline on January 1, 1954. He must also 
establish to the satisfaction of the Secretary that with respect to the 
quantity of gasoline for which credit or refund is claimed that on and 
after January 1, 1954, such quantity of gasoline was sold to the ulti- 
mate consumer thereof at a price which re flected the amount of the tax 
reduction. This latter provision is incorporated into subsection (g) 
of section 3412 in order to prevent any person selling the gasoline for 
which refund is claimed from being unjustly enriched by having re- 
ceived reimbursement from the producer and also receiving from 
consumers a price for such gasoline which represented the tax at the 
rate of 2 cents a gallon. 


SECTION 480. EFFECTIVE DATE OF PART VII 
This section provides that, except as otherwise provided in part 
VII, the amendments made by such part shall take effect on the first 
day of the first month which begins more than 10 days after the date 
of enactment of this act. 

Part VIII. MiscetuaANngous Excise Tax AMENDMENTS 
SECTION 481. REDUCTION OF TAX ON TELEGRAPH 
DISPATCHES 
This section corresponds to section 491 of the House bill. As 
passed the House, section 491 (a) reduced the tax imposed by section 
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3465 (a) (1) (B) of the code on domestic telegraph, cable, or radio 
dispatches or messages from 25 percent to 20 percent. 

Your committee’s amendment further reduces the tax on domestic 
telegraph, cable, or radio dispatches or messages to 15 percent. 

Subsection (b) fixes the time when the amendment made by sub- 
section (a) shall take effect in relation to the “rate-reduction date” 
which is defined in subsection (d) as the first day of the first month 
which begins more than 10 days after the date of enactment of this 
act. Pursuant to subsection (b) the amendment applies with respect 
to amounts paid on or after the rate-reduction date for services ren- 
dered on or after such date. Subsection (c) provides that the amend- 
ment does not apply with respect to Sante paid pursuant to bills 
rendered prior to the rate-reduction date. The amendment applies 
with respect to amounts paid pursuant to bills rendered on or after 
the rate-reduction date for services for which no previous bill was 
rendered, except with respect to such services as were rendered more 
than 2 months before such date. Services rendered more than 2 
months before such date are governed by the provisions of sections 
1650 and 3465 of the code in effect at the time such services were 
rendered. 


SECTION 482. EXEMPTION OF CERTAIN OVERSEAS TELE- 
PHONE CALLS FROM THE TAX ON TELEPHONE FA- 
CILITIES 


This section, which does not appear in the House bill, amends 
section 3466 of the code, relating to exemptions from the tax imposed 
upon telegraph, telephone, radio messages, and so forth. Subsection 

(a) provides for the redesignation of subsection (c) of section 3466 as 
aaa tion “(d)” and for the insertion of a new subsection “(ec)” after 
subsection (b). The new subsection provides that no tax shall be 
imposed under section 3465 (a) (1) (A) upon any payment received 
for any telephone or radio telephone message which originates within 
a combat zone as defined in section 22 (b) (13) from a member of the 
Armed Forces of the United States performing services in such combat 
zone as determined under such section. To obtain the exemption, the 
person making payment for the telephone or radio telephone message 
will be required to furnish a certifieate to the person receiving such 
payment containing such facts relating to the telephone or radio 
telephone message as the Secretary may by regulations prescribe. 

Subsection (b) provides that the amendment may by subsection (a) 
shall apply to amounts paid on or after the first day of the first month 
which begins more than 10 days after the date of enactment of this 
act for telephone or radio telephone messages made on or after such 
date. 


SECTION 483. EXEMPTION OF FISHING TRIPS FROM TAX 
ON TRANSPORTATION 


This section is the same as section 492 of the House bill. Sub- 
section (a) of this section amends section 3469 (b) of the Internal 
Revenue Code to add to the exemption from the tax on the transporta- 
tion of persons thereby granted, an additional exemption covering 
amounts paid for transportation by boat for the purpose of fishing from 
such boat. 
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Subsection (b) provides that the amendment made by subsection 
(a) shall apply to amounts paid on or after the first day of the first 
month which begins more than 10 days after the date of the enactment 
of this act for transportation on or after such first day. 


SECTION 484. TAX ON TRANSPORTATION OF PERSONS 


This section, which does not appear in the House bill, amends 
section 3469 (a) of the code (relating to tax on transportation of 
persons). Subsection (a) provides that in the case of transportation 
by water on a vessel which makes one or more intermediate stops at 
ports within the United States, Canada, or Mexico on a voyage 
between the United States and a port outside the northern portion 
of the Western Hemisphere, the payment for the transportation 
between the intermediate stop and the port in the United States, 
where the transportation begins or ends, will not be subject to the 
transportation tax, if the vessel in stopping at any such intermediate 
port is not authorized both to discharge and to take on passengers. 
[t is also provided that a port or station within Newfoundland shall 
not be considered as a port or station within Canada in applying the 
foregoing test. 

Example I.—A purchases a steamship ticket in New York City 
for transportation from New York City to Southampton, England. 
The vessel on which A sails makes an intermediate stop during the 
course of such voyage at Boston, Mass., to take on passengers. The 
vessel is not, however, authorized to discharge passengers at such 
port. No tax applies to the portion of the transportation between 
New York City and Boston, since A’s voyage involved transporta- 
tion between a port within the United States and a port outside the 
northern portion of the Western Hemisphere and the vessel on which 
A traveled was not authorized both to discharge and to take on 
passengers at the intermediate port at which it stopped. 

Example IT.—B purchases a steamship ticket in San Francisco for 
a voyage from San Francisco to Manila. The vessel on which he 
travels makes a stop at Honolulu, T. H., to discharge passengers. The 
vessel is not, however, authorized to take on passengers in Honolulu. 
No tax shall apply to that portion of the transportation between 
San Francisco and Honolulu, since B’s voyage involved travel from a 
port within the United States to a port outside the northern portion 
of the Western Hemisphere and the vessel on which he traveled was not 
authorized to both discharge and to take on passengers at Honolulu, 
the intermediate point at which it stopped. 

The purchase of a round-trip ticket in either of the above examples 
would not change the result since (although the transportation covered 
by the ticket may begin and end within the United States) the return 
trip constitutes a separate voyage. 

Subsection (b) provides that the amendment made by subsection 
(a) shall apply to amounts paid on or after the first day of the first 
month which begins more than 10 days after the date of the enact- 
ment of this act for transportation on or after such first day. 


SECTION 485. TRANSPORTATION OF MATERIAL EXCA- 
VATED IN THE COURSE OF CONSTRUCTION WORK 


This section, which does not appear in the House bill, amends 
section 3475 of the code (relating to tax on transportation of property). 
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Subsection (a) provides that the tax imposed on the transportation of 
property shall not apply to the transportation of earth, rock, or other 
material excavated within the boundaries of, and in the course of, a 
construction project and transported to any place within, or adjacent 
to, the boundaries of such project. 

To come within the exemption two tests must be met: (1) The 
property must be earth, rock, or other material excavated within the 
boundaries of, and in the course of, a construction project, and (2) the 
transportation of the excavated material must be within the boundaries 
of the construction project or to a place adjacent thereto. 

In determining the area of a construction project, due regard will 
be given the type of construction operation which is involved and the 
area Which is required to perform and carry out the necessary work. 
For example, in the case of a road-building operation, the boundaries 
of the project would embrace the area covered by the length and width 
of the roadway, plus any adjoining right-of-way. In the case of the 
construction of an airport, the boundaries would include the outermost 
limits of the airport. 

The amendment made by this section shall apply to amounts paid 
on or after the first day of the first month which begins more than 10 
days after the date of the enactment of this act for transportation on 
or after such first day. 


SECTION 486. ARTICLES FROM FOREIGN-TRADE ZONES 


This section is the same as section 494 of the House bill. The 
section will prevent the receipt in customs territory of the United 
States of the articles spec ified in code sections 2000 (¢) (2) (cigarettes), 
2800 (a) (distilled spirits), 3030 (a) (wines), and 3150 (a) (fe rmented 
malt liquors) which were in foreign-trade zones when the increase im 
the tax on such articles became effective by this act, until there is 
collected the full amount of all taxes which would have been imposed 
upon such articles if they had been subjected to tax in customs terri- 
tory of the United States on such effective date. 

Subsection (a) provides that with respect to such articles on which 
the internal-revenue taxes have been determined, pursuant to section 3 
of the act of June 18, 1934, as amended by the act of June 17, 1950 
(19 U.S.C. 81e), prior to the effective date of the rates of tax imposed 
on such articles by the bill, which on or after such date are brought 
from foreign-trade zones into customs territory of the United States, 
there shall be levied, assessed, collected, and paid on such articles, in 
addition to the tax so determined, an additional tax at rates equal to 
the increases in rates of tax made applicable to such articles by this 
act. 

Under the first proviso of section 3 of the act of June 18, 1934, as 
amended, the collector of customs now has authority, upon request, to 
take under supervision any lot or part of a lot of foreign merchandise 
in a foreign-trade zone and cause it to be appraised and taxes deter- 
mined and duties liquidated thereon. It may thereafter be sent into 
customs territory upon the payment of such liquidated duties and 
determined taxes. Inasmuch as such proviso authorizes a finding of 
taxes and duties only once and a finding once made would thereafter 
govern the dutiable and taxable status of the foreign merchandise 
whe ‘never it was sent into customs territory, it is necessary to provide 
affirmatively for the levy, assessment, collection, and payment (in 
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addition to the tax determined prior to the effective date of the rate 
of tax imposed on the named articles) of the additional tax at rates 
equal to the increases in rates of tax made applicable to such articles 
by section 486 (a) of the bill. 

It is further provided that with respect to such imported articles, 
the tax imposed by section 486 (a) shall be collected, paid, and 
accounted for at the same time and in the same manner as the tax on 
such articles is collected, paid, and accounted for when brought from 
the foreign-trade zone into the customs territory. 

Under the second proviso of section 3 of the act of June 18, 1934, 
as amended, certain articles may be taken into a foreign-trade zone 
from customs territory and may thereafter be brought back to cus- 
toms territory free of duty and tax. With respect to cigarettes, 
distilled spirits, wines, and fermented liquors which were taken into 
such zone pursuant to such second proviso pater to the effective date 
of the rates of tax imposed on such articles by this bill, subsection (b 
of section 486 provides that when, after such effective date, they are 
returned (without loss of identity) from such foreign-trade zones to 
customs territory, there shall be levied, assessed, collected, and paid on 
such articles an additional tax at rates equal to the increases made by 
the bill in rates of tax applicable to such articles and that the additional 
tax so imposed shall be collected, paid, and accounted for at the same 
time and in the same manner as if such articles had been taken into 
the foreign-trade zone free of tax. 


SECTION 487. REFUNDS ON ARTICLES FROM FOREIGN- 
TRADE ZONES 


This section makes provision for refunds with respect to certain 
cigarettes and alcoholic liquors brought from foreign-trade zones into 
customs territory of the United States on and after January 1, 1954. 

Section 487 (a) covers cigarettes and alcoholic liquors, including 
distilled spirits, imported perfumes containing distilled spirits, wines, 
including liqueurs and cordials, and fermented malt liquors. It pro- 
vides for refund or credit (without interest) of the excess of the tax 
determined oe ee to section 3 of the act of June 18, 1954, as 
amended (19 U.S. C. 81e), prior to January 1, 1954, and paid on and 
after such date upon bringing the article from the foreign-trade zone 
into customs territory, over the tax that would have been payable 
in the absence of the increased rates provided by this bill. To be 
entitled to refund or credit claim must be filed within 30 days after 
payment of the tax. 

Section 487 (b) covers the same articles named in section 487 (a) 
on which the internal revenue tax (including floor stocks tax) has 
been paid at the applicable rate and which are taken into a foreign- 
trade zone from customs territory of the United States and placed 
under supervision of the collector of customs pursuant to the second 
proviso of section 3 of the act of June 18, 1934, as amended (19 
U.S. C. 8le), prior to January 1, 1954, and which on and after such 
date are (without loss of identity) returned to customs territory of 
the United States. This section provides for a refund or credit 
(without interest) equal to the difference between the tax so paid 
and the amount applicable to such articles on and after January 1, 
1954. To be entitled to refund or credit claim must be filed within 
30 days after the return of such article to customs territory. 











TITLE V—EXCESS PROFITS TAX 
SECTION 501. MAXIMUM TAX FOR NEW CORPORATIONS 


This section, for which there is no corresponding provision in the 
bill as it passed the House, amends section 430 of the code (relating 
to imposition of excess profits tax) to provide for an alternative maxi- 
mum rate of excess profits tax, with respect to the first $400,000 of 
excess profits net income of a new corporation, for the taxable vear 
in which it commences business and the four succeeding taxable vears. 
This alternative rate, which will generally be lower than oe maximum 
rate eee to corporations gene rally, is provided in a new sub- 
section (e) (1) of section 430. Under this new ihesiilon: the excess 
profits tax sf a new corporation during its first five taxable years 
commencing with its commencement of business will not exceed the 
sum of the following: 

(1) A specified percentage of its first $400,000 of excess oe 
net income for the taxable vear (5 percent for the taxable year 
in which it commenced business and for the first sencilla 
taxable year, 8 percent for the second succeeding taxable vear, 
11 percent for the third succeeding taxable year, and 14 percent 
for the fourth succeeding taxable year; and 

(2) A specified percentage of excess profits net income in excess 
of $400,000 for the taxable vear (15 percent of such excess if the 
taxable vear ends before April 1, 1951, 16% percent of such excess 
if the taxable vear is the calendar year 1951, and 17 percent of 
such excess if the taxable vear is a year (other than the calendar 
vear 1951) which ends after March 31, 1951) 

The amount computed under this formula will be the maximum excess 
profits tax of such corporation if less than the amount computed 
under section 430 (a) (2) of the code. 

Subparagraph'(B) of paragraph (2) provides rules for determining 
when a taxpayer shall be considered, for the purpose of subsection (e), 
to have commenced business and to have had taxable years during the 
period from such date. It is contemplated that the Secretary will, by 
regulations, provide for the determination of such constructive taxable 
years by reference to the annual accounting period first established by 
the taxpayer. The following corporations are taken into account for 
the purpose of determining a constructive date of commencement of 
business and constructive taxable years from such date: 

(i) Any corporation which is a party with the taxpayer to a 
transaction described in section 445 (g) (whether or not such 
transaction is described in section 461 (a)), determined as if the 
date “December 1, 1950” in section 445 (g) read “January 1, 
1946.” 

(ii) Any corporation (in a business substantially similar to 
that of the taxpayer) if a group of not more than four persons who 
control the taxpayer at any time during the taxable year also 
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control such corporation at any time during the taxable year or 
controlled such corporation at any time during the period begin- 
ning 12 months preceding the acquisition by such group of control 
of the taxpayer. The term “control” for the purpose of this 
provision is defined as the ownership of either more than 50 
percent of the total combined voting power of all classes of stock 
entitled to vote or more than 50 percent of the total value of 
shares of all classes of stock. 

(iii) Any corporation which is a selling corporation in a part 
[V transaction in which the taxpayer is a purchasing corporation. 
Part IV is added to the excess profits tax law by section 520 of 
this bill. 

(iv) Any corporation which, under regulations prescribed by 
the Secretary, is determined by one or more applications of clauses 
(i), (ii), and (iii) to stand indirectly in the same relation to the 
taxpayer as though such corporation were described in any such 
clause. 

Paragraph (3) of subsection (e) provides, in effect, that the benefits 
of the special limitation provisions under section 430 (e) (1) shall be 
denied to any taxpayer which derives more than 50 percent of its in- 
come for the taxable year from contracts or subcontracts to which 
title I of the Renegotiation Act of 1951 or to which any prior renego- 
tiation act is applicable. However, determination of whether a 
corporation meets this 50-percent requirement will be made without 
regard to whether the receipts and accruals from any such contract 
or subcontract are subject to renegotiation under the Renegotiation 
Act of 1951, which exempts from re ae receipts and accruals 
of less than $250,000 in any taxable yea Thus, a corporation which 
has income for the taxable year of $200,000, of which $150,000 is 
derived from a war contract to which the Renegotiation Act of 1951 
applies, would not be eligible for the benefits of the proposed alter- 
nate maximum tax, inasmuch as 75 percent of its income was derived 
from a contract to which the Renegotiation Act of 1951 applies, even 
though the $150,000 received would not be renegotiated. 


SECTION 502. PAYMENTS FROM FOREIGN SOURCES FOR 
TECHNICAL ASSISTANCE, ETC 


This section, for which there is no corresponding provision in the 
House bill, amends section 433 of the code to provide for the exclusion 
from normal tax net income, in the computation of excess profits net 
income, of income of a domestic corporation which constitutes remu- 
neration for certain services rendered by such domestic corporation to 
its related foreign corporation. The term ‘‘related foreign corpora- 
tion”’ is defined as a foreign corporation, at least 10 percent of the 
outstanding stock of which is owned by the domestic corporation 
rendering the services. ‘To qualify for exclusion under the subpara- 
graph the income must constitute remuneration for technical assist- 
ance, engineerirg services, scientific assistance, or similar services 
(including the furnishing of information) rendered to the foreign cor- 
poration (while it is a related corporation) related to the production 
or improvement of products of the same type as those manufactured 
by the domestic corporation, and it must constitute income derived 
from sources without the United States. 
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The amendment provides also for the disallowance, in transforming 
normal tax net income into excess profits net income, of deductions 
in connection with or properly allocable to the rendering of services of 
the specified types. 

These adjustments to normal tax net income are required, in com- 
puting excess profits net income for excess profits tax taxable years, 
by new subparagraph (R) of section 433 (a) (1) (added by subsection 
(a) of this section of the bill) and, in computing excess profits net 
income for base period years, by new paragraph (16) of section 433 (b) 

(added by subsection (b) of this section of the bill). 


SECTION 503. AVERAGE BASE PERIOD NET INCOME IN 
THE CASE OF CERTAIN FISCAL YEAR TAXPAYERS 


Under existing law, a taxpaver with a fiscal vear beginning before 
January 1, 1950, and ending after March 31, 1950, in computing its 
average base period net income by the gener: al average method pro- 
vided by section 435 (d) of the code, must use its excess profits net 
income for the 48 calendar months beginning January 1, 1946, and 
ending December 31, 1949. This section, added to the bill by your 
committee, allows such a taxpayer to compute its average base period 
net income under the general average method by reference to the 
period of 48 consecutive months ending March 31, 1950, instead of by 
reference to its base period, if such computation produces a lesser 
excess profits tax for the taxable year. The determination of the 
base period for such a taxpayer remains unchanged, the amendment 
being inapplicable for the purpose of any computations other than 
the determination of the average base period net income under the 
general average method. This provision is applicable only in the case 
of a taxpayer whose first excess profits tax taxable year was a taxable 
year which began before January 1, 1950, or whose first excess profits 
tax taxable vear was preceded by a taxable year beginning before 
January 1, 1950, and ending ae March 31, 1950. 


SECTION 504. AVERAGE BASE PERIOD NET INCOME 
ALTERNATIVE BASED ON GROWTH IN CASE OF 
NEW CORPORATIONS 


This section, for which there is no corresponding provision in the 
House bill, amends section 435 (e) of the code (relating to the alterna- 
tive based on growth) to permit a new corporation which commenced 
business before the end of its base period to qualify for the alternative 
average base period net income based on growth, providing it can meet 
the other requirements of such section. For the purpose of determin- 
ing qualification under section 435 (e) the amount of a new corpora- 
tion’s total assets, total payroll, gross receipts, net sales, excess-profits 
net income, ete., for any period of time during which such corporation 
was not in existence, will be taken into account under section 435 (e) 
at zero. For example, a new corporation would, unless it is a member 
of an affiliated group for its first excess profits tax taxable year, auto- 
matically satisfy the total assets requirement of section 435 (e) (1) 
(A) (i), since its total assets as of the first day of its base period sath 
be zero. A corresponding amendment has been made in part II 
(relating to the excess-profits credit based on income in connection 
with certain exchanges). 
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SECTION 505. AVERAGE BASE PERIOD NET INCOME 
ALTERNATIVE BASED ON GROWTH 


his section, for which there is no corresponding provision in the 
House bill, amends section 435 (e) (2) (G) of the code (relating to the 
growth alternative) to eliminate the word “only” so that a corporation 
can compute its credit under subparagraph (G) even though it qualifies 
as a growth corporation under section 435 (e) (1) (A) as well as under 
section 435 (e) (1) (B). 


SECTION 506. ADJUSTMENTS FOR CHANGES IN 
INADMISSIBLE ASSETS IN CASE OF BANKS 


This section, added to the bill by your committee, prov ides for a 
limitation in the case of a bank, as defined in section 104 of the code, 
on the amount of the adjustment to the net capital addition or reduc- 
tion for the taxable year and to the base-period capital addition which 
is attributable to inadmissible assets. 

Subsection (a) of this section adds a new paragraph (8) to section 
435 (g) of the code (relating to net capital addition or reduction). 
Subparagraph (A) of this new paragraph provides that the amount 
of the adjustment under section 435 (g) (1) (relating to the computa- 
tion of the net capital addition) for an increase in inadmissible assets 
shall not exceed an amount which bears the same ratio to the net cap- 
ital addition computed without regard to such adjustment as the in- 
crease in inadmissible assets for the taxable year, determined under 
section 435 (g) (5), bears to the increase in total assets for the taxable 
vear. The determination of the amount of the increase in the tax- 
payer’s total assets for the taxable year shall be made in the manner 
provided in section 435 (g) (5) but shall be made with respect to all 
assets whether admissible or inadmissible assets as defined in section 
440. 

The application of this subparagraph will be effective in cases where 
the increase in total assets exceeds the net capital addition. Thus, if 
a bank has a net capital addition for the taxable vear of $40,000, 
before any adjustment with respect to its inadmissible assets, an in- 
crease in total assets of $200,000, and an increase in inadmissible assets 
of $50,000, the net capital addition for the taxable year would be 
$30,000 ($40,000 bit an adjustment of $10,000 for the increase in 
inadmissible assets), instead of being entirely eliminated by reason of 
the inadmissible asset increase as under present law. 

Subparagraph (B) provides a corresponding limitation on the inad- 
missible asset rare nt where there is a decrease tn such assets for 
the taxable year. In such a case the amount of the adjustment under 
section 435 (g) (2) (relating to the computation of the net capita: re- 
duction) fora She ‘rease in inadmissible assets shall not exceed an amount 
which bears the same ratio to the net capital reduction, computed 
without regard to such adjustment for inadmissibles, as the decrease in 
inadmissible assets for the taxable year determined under section 435 

(¢) (5), bears to the decrease in total assets for the taxable vear. The 
Di asiheatie of the amount of the decrease in the taxpayer's total 
assets for the taxable year shall be made in the same manner as in the 
case of an increase in total assets, that is, under section 435 (g) 
(5) and with respect to all assets, whether admissible or inadmissible 
assets as defined in section 440. 
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Subsection (b) of this seetion amends section 438 (relating to new 
capital credit changes in the case of a taxpayer using the asset method 
for computing its invested capital) to provide a ‘limitation on the 
amount of the adjustment for an imerease in inadmissible. assets 
which corresponds to that provided in paragraph (8) (A), as added by 
subsection (a) described above. 

Subsection (c) of this section amends section 435 (f) (relating to 
capital additions in the base period) by expressly providing that the 
amount of the yearly base-period capital for any taxable year shall 
not be reduced below zero by the inadmissible asset adjustment. This 
provision is applicable to any taxpayer (including a bank) and clarifies 
the existing law. 

Subsection (c) also adds a new paragraph (6) to section 435 (f) 
applicable only in the case of a bank. This new paragraph limits the 
amount of the reduction in the yearly base-period capital for amounts 
of inadmissible assets. 

Subparagraph (A) of this new paragraph (6) provides that a tenta- 
tive vearly base-period capital shall be computed under section 435 
(f) (1) but without regard to the inadmissible asset adjustment under 
subparagraph (A) of such section. Subparagraph (B) of this new 
paragraph (6) provides that such tentative yearly base-period capital 
shall then be reduced by an amount which bears the same ratio to it 
as inadmissible assets bear to total assets. The ratio of inadmissible 
assets to total assets is to be determined under section 440 (b) of the 
code, using the daily amount of such assets for the first day of the 
taxable year. The yearly base-period capital is the tentative yearly 
base-period capital so reduced. 


SECTION 507. DECREASE IN INADMISSIBLE ASSETS 


Under existing law, a decrease in inadmissible assets during an 
excess-profits-tax taxable year is not reflected in an upward adjust- 
ment in the excess-profits credit for such year. In the case of a tax- 
payer using the income credit, such a decrease acts instead as an offset 
to the amount of the net capital reduction for the taxable year. This 
section, added to the bill by your committee, provides, if certain 
conditions are met, that a decrease in inadmissible assets, to ms extent 
that it exceeds the net capital reduction for the taxable year, shall 
be an addition to the excess-profits credit computed under he j income 
method. 

This section adds two new paragraphs (9) and (10) to section 435 
(g). Paragraph (9) provides that the excess of the amount computed 
under section 435 (g) (2) (A) or (B) (relating to adjustments to the 
net capital reduction where there is a decrease in inadmissible assets 
for the taxable year) over the amount of the net capital reduction for 
the taxable year (such net capital reduction being computed without 
regard to decrease in inadmissible assets) shall be considered the net 
capital addition for the taxable year. Where the computations under 
section 435 (g) (2) result in no net capital reduction for the taxable 
year, before adjustme nt for a decrease in inadmissibles, the amount 
determined under paragraph (9) shall be an item to be added to the 
net capital addition for such year computed under section 435 (g) (1). 

Paragraph (10) sets forth certain exceptions and limitations appli- 
cable to computations under paragraph (9). Subparagraph (A) of 
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paragraph (10) provides a limitation to the adjustment to the decrease 
in inadmissible assets under section 435 (g) (2) (B) which section is 
applicable under present law where such decrease is in excess of the 
net capital reduction computed before any reduction by reason of 
such decrease and computed without regard to section 435 (g) (4) (C) 
and (E) (relating respectively to decrease in borrowed capital and to 
increase in loans to a member of a controlled group). Under the bill, 
the limitation in such a case is to an amount not greater than 25 per- 
cent of the excess of the net capital reduction (unadjusted for inad- 
missible asset decrease) computed without regard to the 75-percent 
limitations provided in section 435 (g) (4) (C) and (KE), over the net 
capital reduction computed under such sentence without regard to 
section 435 (g) (4) (C) and (£). Thus, under this subparagraph, the 
amount of the adjustment to the decrease in inadmissible assets under 
section 435 (g) (2) (B) is limited (for purposes of section 435 (g) (9 
to 25 percent of the sum of the amount of the decrease in borrowed 
capital and the amount of the increase in loans to members of a con- 
trolled group. 

Subparagraph (B) of paragraph (10) provides an over-all limitation 
on the amount determined under paragraph (9) (after applying para- 
graph (10) (A)) in order to insure that where there is a decrease in 
inadmissible assets that there shall be a corresponding increase in the 
taxpaver’s operating assets before any increase in credit is allowed. 
Accordingly, subparagraph (B) provides that the amount so deter- 
mined under paragr aph (9) shall not be greater than the excess of 
the increase in operating assets for the taxable year over the net 
capital addition (determined without regard to paragraph (9) and 
determined without regard to the 75-percent limitation provided 1 
paragraphs (3) (C) and (4) (C) and (£) of section 435 (9)). 

The increase in operating assets for the taxable vear sh: ill be - ‘ter- 
mined in the same manner as the increase in inadmissible assets for 
such vear is determined under section 435 (g) and as vada that 
section referred instead to operating assets. The term “operating 
assets’? means property used in the taxpayer’s trade or business within 
the meaning of section 117 (j) (1), stock in trade or other property 
of a kind which would properly be includible in the inventory of the 
taxpaver if owned at the close of the taxable year, and property held 
by the taxpaver prim: arily for sale to customers in the ordinary course 
of the taxpayer’s trade or business. Excluded from such term are 
inadmissible assets, stock, securities, and intangible property (such 
as evidence of indebtedness), For the purpose of such exclusion 
intangible property is not limited to the definition of intangible 
property in section 441 (i). 

Subparagraph (C) of paragraph (10) provides that the adjustment 
to the net capital addition for a decrease in inadmissible assets pro- 
vided in peragraph (9) shall not apply in any case in which the Secre- 
tary determines that the increase in operating assets is the direct or 
indirect result of an increase in indebtedness of the taxpayer, other 
than indebtedness which constitutes borrowed capital as defined in 
section 439 (b). For example, this limitation — be applied to 
prevent a taxpayer from obts wining a net capiti al addition under para- 
graph (9) where its addition to operating assets is accompanied by 
increased open account indebtedness to members of a controlled 
group including the taxpayer. 
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SECTION 508. ELECTION WITH RESPECT TO CERTAIN 
INADMISSIBLE ASSETS 


Subsection (a) of this section, for which there is no corresponding 
provision in the House bill, adds a new subsection (c) to section 440 
of the code to permit a dealer in Government securities to elect for any 
taxable vear, in accordance with regulations prescribed by the Secre- 
tary, to increase its excess-profits net income by an amount equal to 
the amount by which the interest received or accrued during the tax- 
able year on Government obligations exceeds the sum of (A) the inter- 
est paid or accrued during such year which is not allowed as a deduction 
under section 23 (b) of the code, and (B) the amount of the adjust- 
ments required for the taxable year alae section 22 (0) of the code 
(relating to adjustment for certain bond premiums). The amount of 
the section 22 (0) adjustment shall not be in excess of the amount of 
interest received or accrued during the taxable year on obligations to 
which such section is applicable. The Government obligations for 
which an election is available are obligations described in section 22 (b) 
(4), the interest on which is wholly exempt from taxation under chapter 
1 of the code. The election is available only with respect to obligations 
which are not capital assets in the hands of the taxpayer. 

The effect of making the election provided in this paragraph is to 
allow such obligations to be treated as admissible assets for the pur- 
poses of all computations in determining the excess profits tax liability 
for the taxable year for which the election is made. Thus, with re- 
spect to the taxable vear for which an election is made, such obliga- 
tions shall also not be considered inadmissible assets in determining 
either original inadmissible assets under section 435 (g) (5) or y yearly 
base period capital under section 435 (f) 

For the purpose of determining the excess profits credit based on 
income for any taxable year for which an election has been made, tho 
excess profits net income computed for base period years under sec- 
tion 433 (b) shall also include the amount by which the interest 
received or accrued during each such taxable year on Government 
obligations exceeds the amount of interest paid or accrued during 
such year which is not allowed as a deduction under section 23 (b) 
and, if the taxable year ends after June 30, 1950, the amount with 
respect to such year required as an adjustment under section 22 (0). 

SECTION 509. ALTERNATIVE AVERAGE BASE PERIOD 

NET INCOME 


Subsection (a) of this section adds a new subsection (h) to section 
442. The taxpayer is entitled to compute an alternative average 
base period net income under this new subsection if it commenced 
business on or before the first day of its base period and if the aggregate 
of the excess profits net income for each of the 12 months for which a 
substitute excess profits net income is to be computed is less than 35 
percent of one-half of the aggregate of the excess profits net income 
for each of the 24 months remaining after selecting the 12 months to 
be so adjusted. For the purpose of this eligibility test, deficits in 
excess profits net income shall be taken in account. 

The first step in the computation of the alternative average base 
period net income is the computation of the excess profits net Income 
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(or deficit therein) for the 36 months from which the 12-month period 
is to be selected. This computation is to be made in the manner 
provided in section 442 (b) by selecting ordinarily the 36 months 
which produce the highest aggregate excess profits net income or the 
lowest aggregate deficit in excess profits net income. The second 
step is the selection, from the 36 months determined under the first 
step, of 12 months the elimination of which will result ordinarily in 
the highest remaining aggregate excess profits net income or the 
lowest remaining aggregate deficit in excess profits net income. 
This selection is made by determining either the 12 consecutive 
months the elimination of which produces the highest remaining 
aggregate excess profits net income or the lowest remaining aggregate 
deficit in excess profits net income, or the 12 months which remain 
after retaining the 24 consecutive months which produce the highest 
aggregate excess profits net income or lowest aggregate deficit. The 
third step is the computation, for each month in the 12-month period 
so selected, of a substitute excess profits net income under section 
442 (e), which is in general based on the product of the taxpayer's 
total assets for the last day in the year in which such month falls and 
the appropriate industry base period yearly rate of return. 

The fourth step is the determination of the aggregate of such sub- 
stitute excess profits net income for each month in the selected 12- 
month period. This is based upon the amount computed under the 
third step, limited, however, to an amount equal to one-half of the 
aggregate excess profits net income for each month in the 24-month 
period remaining after the computation required under the second 
step above. For the purpose of this limitation deficits in excess 
profits net income for such 24-month period are taken into account. 
To the amount of such aggregate so determined the aggregate of the 
excess profits net income for the 24-month period is added, such excess 
profits net income for this purpose being computed in the manner 
provided in the second sentence of section 435 (d) (1) which allocates 
to each month a portion of the excess profits net income for the taxable 
year in which such month falls and provides that the excess profits net 
income for any month shall not be less than zero. he final step in 
the determination of the alternative average base period net income 
under this subsection is to divide by 3 the amount ascertained under 
the fourth step. 

If the taxpayer is entitled to the benefits of this provision and is 
also entitled to compute its average base period net income under 
subsection (c) of section 442 because of abnormalities during its base 
period, the taxpayer shall compute its average base period net income 
under whichever of the applicable subsections produces the lower 
excess profits tax. The same rule applies where the taxpayer is 
entitled to the benefits of either the new provision or section 442 (d) 
In erder to be entitled to the alternative average base period net 
income computation under subsection (h), the taxpaver need not 
demonstrate the presence of abnormalities in its base period. 

Your committee has made technical amendments to section 442 in 
order to conform that section to the addition of this new subsection 
and has amended section 435 (f) (3) to provide that the base period 
capital addition of a taxpayer computing an alternative average 
base period net income under this new subsection (h) shall be com- 
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puted in the same manner as the base period capital addition in the 
case of a taxpayer to which section 442 (c) (relating to abnormalities 
during the base period which affect 12 or fewer months) is applicable. 


SECTION 510. DEFINITION OF TOTAL ASSETS FOR 
PURPOSES OF SECTIONS 442-446 


Section 510, for which there is no corresponding provision in the 
House bill, amends section 442 (f) of the code (relating to the defini- 
tion of total assets) to require that in determining total assets a 
reduction shall be made equal to the amount of any indebtedness 
(other than borrowed capital as defined in sec. 439 (b) (1)) to a 
member of a controlled group, as defined in section 435 (g) (6), 
which includes the taxpayer. Section 442 (f) of the code now pro- 
vides that total assets for any day shall be determined as of the end 
of such day and shall be an amount equal to the sum of the cash and 
the property (other than cash, inadmissible assets, and loans to 
members of a controlled group as defined in sec. 435 (f)) held by the 
taxpayer in good faith for the purposes of the business. Thus, at 
present, section 442 (f) includes borrowed funds in determining total 
assets, even though such indebtedness may be to a member of a 
controlled group which includes the taxpayer and such loans may be 
of a tvpe that are not taken into account, as loans to members of a 
controlled group in determining the capital position or capital changes 
of the lender for the purposes of the excess-profits tax. The amend- 
ment in effect provides that open account indebtedness, and other 
indebtedness not meeting the definition of borrowed capital, shall 
reduce total assets if such indebtedness is owed to a member of the 
same controlled group. 

This section is effective with respect to taxable years ending after 
the date of enactment of this bill. 


SECTION 511. AVERAGE BASE PERIOD NET INCOME 
CHANGE IN PRODUCTS OR SERVICES 


Section 511, for which there is no corresponding provision in the 
House bill, amends section 443 (f) of the code (relating to changes in 
products or services) to provide that if after the end of the base period 
of the taxpayer there was a substantial change in the products fur- 
nished by such taxpaver, such change shall be considered to have 
occurred on the last day of the base period if the taxpayer prior to 
July 1, 1950, was constructing the facilities used to manufacture such 
new product and if such construction and the production of such new 
product are in furtherance of a course of action to which it (or a cor- 
poration with which it has the privilege of filing a consolidated return 
under sec. 141) was committed before the end of its base period by a 
contract which granted to it a license, franchise, or similar right to 
produce such new product. At present, section 443 (a) (1) requires 
that the change in products occur during the last 36 months of the 
base period. The amendment in effect modifies this requirement of 
section 443 (a) (1). However, the other requirements of section 443 
(a) (1) and the tests of section 443 (a) (2) and (3) must still be satis- 
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product by reason of the amendment of section 443 (f) made by this 
section of the bill, may qualify to compute its average base period net 
income under section 443. 


SECTION 512. AVERAGE BASE PERIOD NET INCOME 
NEW CORPORATION 


Section 512 for which there is no corresponding provision in the 
House bill, amends section 445 (c) of the code (relating to total assets 
for the first 3 years of new corporations). At present, a new corporation 
computing its average base period net income under section 445 for 
the purpose of determining the tax for any of its first three taxable 
vears which is an excess profits tax taxable year, is entitled to apply 
its industry rate of return only to the sum of its total assets (as 
defined in sec. 442 (f)) for the last day of its taxable year immediately 
preceding its first taxable vear ending after June 30, 1950, such total 
assets first being increased by the net capital addition determined 
under section 435 (g) for the excess profits tax taxable year, or de- 
creased by the net capital reduction for such taxable vear. Although 
under such formula additions to equity capital are fully reflected, 
only 75 percent of the increase or decrease in borrowed capital is 
taken into account in determining total assets. The amendment 
includes the full amount of borrowed capital in the amount to which 
the industry rate of return is applied. 


SECTION 513. EXCESS PROFITS CREDIT—REGULATED 
PUBLIC UTILITIES 


Section 513, for which there is no corresponding provision in the 
House bill, amends section 448 (c) (3) of the code (relating to alterna- 
tive excess profits credit for regulated public utilities) to include 
therein a corporation engaged as a common carrier in the furnishing or 
sale of transportation of oil or other petroleum products (including 
shale oil) by pipeline if such corporation is subject to the jurisdiction 
of a public service or public utility commission or other similar body 
of the District of Columbia or of any State. At present, oil pipelines 
are not included in section 448 (c) (3), unless they are subject to the 
jurisdiction of the Interstate Commerce Commission. Section 448 
(d) defines a “regulated public utility’ for the purposes of the alterna- 
tive excess profits credit as a corporation described in section 448 (c) 
which derives a certain percentage of its gross income from sources 
described in section 448 (c). The amendment thus allows intrastate 
as well as interstate oil pipelines to qualify as regulated public utilities 
if they meet the requirements of the section. 


SECTION 514. CONSOLIDATED RETURNS OF REGULATED 
PUBLIC UTILITIES 


Section 514, for which there is no corresponding provision in the 
House bill, amends section 445 (e) of the code (relating to consolidated 
returns of regulated public utilities) to provide that for the purposes of 
filing a consolidated return with its railroad lessee corporation, a rail- 
road lessor corporation described in section 434 (d) of the code shall be 
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considered a corporation described in section 448 (c) (3). In effect, 
this amendment permits a railroad corporation which has leased 
substantially all of its railroad properties to another railroad corpora- 
tion to file a consolidated return, using the alternative credit provided 
by section 448, with its affiliated lessee railroad corporation, if both 
such corporations otherwise qualify to use section 448. 


SECTION 515. NONTAXABLE INCOME FROM CERTAIN 
MINING PROPERTIES 


This section, for which there is no corresponding provisjon in the 
House bill, allows to producers of potash, sulfur, and metallurgical 
grade and chemical grade limestone the alternative method for com- 
puting nontaxable income from exempt excess output provided in 
section 453 (b) (2) of the code where the properties were in operation 
during the normal period. Where these mineral properties were not 
in operation during the normal period, the net income from such 
properties is accorded the benefits of section 453 (b) (4) now available 
in the case of metal and coal mines, timber blocks, and natural-gas 
properties. 

Your committee has also made technical amendments to these 
sections and to section 453 (a) (13) in order that they may conform to 
the amendment made by this section of the bill. 


SECTION 516. TRANSITION FROM WAR PRODUCTION 
AND INCREASE IN PEACETIME CAPACITY 


Section 516, for which there is no corresponding provision in the 
House bill, adds subsection (a) of a new section 459 to part I of sub- 
chapter D of chapter 1 of the code. Subsection (a) of section 516 
provides for the computation of an average base period net income 
based upon the excess profits net income for the last 6 months of 1948 
and a percentage of the first 6 months of 1950 as provided in section 
435 (e) (2) (G). It is provided that the credit shall be applicable to 
any taxpayer which has commenced business before January 1, 1940, 
and since such date has been primarily engaged in manufacturing. 

A taxpayer may qualify for the computation under this subsection 
only if it meets the requirements of paragraphs (1) to (4) of the sub- 
section. Paragraph (1) provides that the adjusted basis of its total 
facilities (as defined in sec. 440 (d)) on the first day of its base period 
when added to the total facilities for such day of corporations with 
which it was affiliated must not exceed $10,000,000. Paragraph (2 
provides that the unadjusted basis for determining gain of the tax- 
pavers total facilities on the last day of its base period must be at least 
250 percent of the unadjusted basis for determining gain of its total 
facilities on the first day of its base period. Paragraph (3) provides 
that during the period 1942 through 1945, 70 percent of the taxpaver’s 
cross income must have been from contracts with the United States 
either as a prime contractor or as a subcontractor. It is further 
provided that in all taxable vears ending after 1945 and before 1950 
less than 20 percent of its income must be from such sources and that 
less than 20 percent of the income must be from such sources for all 
taxable vears ending after December 31, 1949, and beginning before 
July 1, 1950. 
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Paragraph (4) provides that the monthly average of the excess 
profits net income of the taxpayer for all taxable years ending with 
or within the last 24 months of its base period (that is, the aggregate 
of the excess profits net income for each month ia such taxable years 
divided by the number of such months) and for the last taxable year 
ending before its base period (similarly determined) shall each be at 
least 300 percent of the monthly average excess profits net tacome for 
all taxable years ending with or within the first 24 months of its base 
period (that is, the aggregate of the excess profits net income for each 
month in such taxable years divided by the number of such months). 

Subsection (b) of section 516 provides for amendments to section 
435 (c) to include this and other subsections of section 459 among the 
various methods of computing average base-period net income which 
are available to the taxpayer if they result in a lesser excess-profits 
tax. One additional effect of this amendment is to make clear that no 
base-period capital addition is allowable if the average base-period 
net mcome determined under this subsection is used. 


SECTION 517. BASE PERIOD CATASTROPHE 


This section, for which there is no corresponding provision ta the 
House bill, adds a new section 459 (b) to the code to grant to a tax- 
payer which has suffered a catastrophe during the last 36 months of 
its base period the alternative, in computing its average base period 
net racome under the general average method, of substituting for the 
excess-profits net tacome for each month of the taxable year tm which 
the catastrophe occurred the average of the excess-profits net iacome 
for each month in the base period preceding the taxable year in which 
the catastrophe occurred. The benefits of this subsection are avail- 
able to a taxpayer which was engaged throughout its base period 
primarily ta manufacturing if it meets the eligibility tests described 
ia paragraphs (1) to (3), inclusive. 

Paragraph (1) requires that the taxpayer must have — red during 
the last 36 months of its base period a catastrophe by fire, storm, 
explosion, or other casualty, destroying or rendering inoperative a 
production facility constituting a complete plant or plants having in 
the hands of the taxpayer immediately pap to the catastrophe an 
adjusted basis for determining gain e qual to 15 percent or more of the 
adjusted basis for determining gain of all the taxpaver’s production 
facilities at such time. The term “production facility” means a 
factory (including equipment and machinery which are part of the 
factory) and similar manufacturing plants. 

Paragraph (2) requires that the taxpayer's normal production or 
operation be substantially interrupted for a period of more than 12 
consecutive months as a result of such catastrophe. 

ee (3) requires that the taxpayer must have replaced the 
destroyed or inoperative production facility prior to the end of its 
base sion ‘with a production facility which at the end of its base 
period had in its he snus an adjusted basis for determining gain ta an 
amount not less than such adjusted basis, immdiatels prior to the 
catastrophe, of the destroyed or inoperative production facility. 

For the purpose of section 435 (a) (1) (B), the average base period 
net income determined under this subsection is considered an average 
base period net income determined under section 435 (d Accord- 
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ingly, the computation of the average base period net income under 
this subsection does not reduce the amount of the base period capital 
addition to which the taxpayer would otherwise be entitled. 


SECTION 518. CONSOLIDATION OF NEWSPAPERS 


This section, added to the bill by your committee, adds a new sec- 
tion 459 (c) to the code, applicable in the case of a taxpayer engaged 
primarily in the newspaper-publishing business which, after the first 
half of its base period and before July 1, 1950, consolidated its me- 
chanical, circulation, advertising, and accounting operations with such 
operations of another newspaper-publishing corporation in the same 
area. In the case of a taxpayer entitled to the benefits of this sub- 
section, its average base period net income shall be the amount com- 
puted under section 435 (e) (2) (relating to the computation of the 
average base period net income based on growth), but computed with- 
out regard to subparagraph (G) of such section. In order to be 
eligible for the benefits of this subsection the taxpayer must qualify 
under the conditions set forth below. 

Paragraph (2) of the new subsection requires that the taxpayer 
establish to the satisfaction of the Secretary that, during the period 
beginning with the consolidation and ending with the close of the 
first taxable year beginning after the consolidation, there were sub- 
stantial reductions in the amount of expenses which would otherwise 
have been paid - incurred in conducting the operations described 
under paragraph (1), and that such reductions were attributable to 
the consolidation. 

Paragraph (3) of the new subsection requires that for the first tax- 
able year beginning after such consolidation the total deductions of 
the taxpayer under section 23 of the code, computed without regard 
to section 23 (s) (relating to the net operating loss deduction) and 
without regard to section 23 (bb) (relating to circulation expenditures) , 
must not be in excess of 80 percent of the average of such deduction 
for the two taxable years of the taxpayer next preceding the taxable 
vear in which such consolidation began. 

Paragraph (4) of the new subsection requires that the excess profits 
net income of the taxpayer, computed as provided in section 433 (b) 
(relating to the excess profits net income for taxable vears in the base 
period), for the first taxable year of the taxpayer beginning after such 
consolidation must be 125 percent or more of the amount ‘determined 
under section 435 (d) (4) (relating to average base period net income 
determined under the general average method). For the purpose of 
the test set forth in this paragraph, the excess profits net income shall 
be computed in the manner provided in section 433 (b) whether or not 
the first taxable year of the taxpayer beginning afte ‘r the consolidation 
is an excess profits tax taxable year. 

The benefits of this subsection shall not be available to any taxable 
year of the taxpayer unless the consolidation was continued through- 
out such taxable year. 









SECTION 519. TELEVISION BROADCASTING COMPANIES 





Section 519 of the bill, for which there is no corresponding provision 
in the House bill, adds subsection (d) to section 459 of the code, 
section 459 (a), (b), and being added to the code by sections 516 












REVENUE ACT OF 1951 99 


to 518 of the bill. Subsection (d) of section 459 provides for the 
computation of an average base period net income in the case of 
corporations engaged in the television broadcasting business, includ- 
ing both station and network operations. Subsection (d) (1) pro- 
vides that the average base period net income determined under this 
subsection shall be available only to corporations which were engaged 
in the business of television broadcasting prior to January 1, 1951, 
and have remained in such business continuously throughout the 
period ending with the close of the taxable year for which the tax is 
being computed. 

Subsection (d) (1) (A) provides for the computation of an average 
base period net income tn the case of a corporation which is engaged 
only in the business of television broadcasting, and in no other busi- 
ness, at the end of its base period. In the case of such a corporation, 
the average base period net income is determined by multiplying its 
total assets (as defined in sec. 442 (f)) on the last day of its base 
period by the base period rate of return for the industry classification 
which includes radio broadcasting. 

Subsection (d) (1) (B) provides for the computation of an average 
base period net ieraiaie in the case of a corporation which is engaged 
only in the business of television and radio broadcasting, and in no 
other business, at the end of its base period. Two alternative methods 
of computation are provided. One is the same as that provided in 
paragraph (1) (A) and the other is computed by multiplying its total 
assets (as defined in sec. 442 (f)) on the last day of its base period by 
its individual rate of return. The computation of the individual rate 
of return is described in paragraph (2) of subsection (d). 

Subsection (d) (1) (C) provides for the computation of an average 
base period net income in the case of a corporation which at the end 
of its base period was engaged in the television broadcasting business 
and in another business or businesses other than radio broadcasting. 
For example, section 459 (c) (1) (C) may be applicable to a corpora- 
tion engaged at the end of its base period in the television broadcast- 
ing business, the radio broadcasting business, and another business, 
and to a corporation engaged at the end of its base period in the tele- 
vision business and in a business other than the radio broadcasting 
business. The average base period net income in the case of such 
a corporation shall be determined under this subsection by first com- 
puting an average base period net income under the general average 
method (sec. 435 (d)) for the business other than radio or television, 
such computation being made without regard to income, deductions, 
losses, or other items from the radio and television broadcasting 
business. To this is added an amount computed by applving to the 
total assets, on the last day of its base period used in the radio broad- 
casting business (if the taxpayer was engaged in such business) and 
in the television broadcasting business, either the industry rate of 
return for radio broadcasting or the individual rate of return as 
determined under subsection (d) (2 

Subsection (d) (1) (D) provides for the computation of an average 
base period net income in a case in which the television broadcasting 
business is acquired by the taxpayer after the close of its base period 
and before the end of the calendar year 1950. Insuch case the average 
base period net income shall first be computed without regard to this 
section, and then there shall be added thereto an amount computed by 
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applying either the industry rate of return for radio broadcasting or 
the taxpayer’s individual rate of return (determined under subsec. 
(d) (2) on the basis of the radio broadcasting business, if any, in which 
the taxpayer was engaged during its base period) to the amount of 
total assets which would be included with respect to the television 
business if such business had been acquired on the last day of its base 
period. 

Subsection (d) (1) authorizes the Secretary to provide by regula- 
tions the rules applicable in the case of a taxpayer determining its 
average base period net income under this subsection. Examples of 
the rules to be prescribed by regulations are rules for the me ‘thod of 
determining the income, deductions, losses, and other items relating 
separately to television broadcasting, to radio broadcasting, and to 
businesses other than television and radio broadcasting; for the meth- 
od of determining the average base period net income for any business 
of the taxpaver other than television and radio broadcasting; for the 
method of determining the assets attributable to the television broad- 
casting business and to the radio broadcasting business, and for the 
method of determining the excess profits net income of the radio 
broadcasting business, which determinations are appropriate to the 
determinations to be made either under this subsection or under sub- 
section (d) (2). Further rules would relate to the elimination of 
duplication where assets used during the base period in another business 
of the taxpayer are directly or indirectly transferred into assets to 
which the industry or individual rate of return is applied, and for the 
elimination of duplication where assets held at any time during its 
base period are used in acquiring the television business in a case de- 
scribed in subsection (d) (1) (D). 

Subsection (d) (2) provides for the computation of the individual 
rate of return, the use of which is prescribed in subsection (d) (1). 
Such rate of return shall be determined by first averaging the total 
assets attributable to the radio broadcasting business at the close of 
each month in the base period. The aggregate of the excess profits 
net income of the radio broadcasting business, determined without 
regard to income, deductions, losses, or other items attributable to 
any other business, including the television broadcasting business, for 
eac _ month during the base period is then to be computed and divided 
layad 4. The average of the excess profits net income is then divided 
by the average of the assets to obtain the individual rate of return. 

Subsection (d) (3) provides an adjustment, applicable if the industry 
rate of return is used, for interest paid by the taxpayer. This adjust- 
ment corresponds to that required under existing provisions of the 
excess-profits tax. It is provided, however, that the reduction of the 
amount computed by re aoe to the industry rate of return shall 
in cases under subsection (d) (1) (C) and (D) be only by such portion 
of the interest paid as the a assets to which the industry rate of 
return is applied is of the total assets of the taxpayer. Thus, the 
interest paid is attributed ratably among all the assets held by the 
taxpayer. 

Subsection (d) (4) provides that the Secretary shall by regulations 
provide for the application of part Il of subchapter D (relating to 
certain tax-free transactions) in the case in which a corporation other- 
wise entitled to the benefits of this section is an acquiring corporation 
in a part II transaction. 
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SECTION 520. EXCESS-PROFITS CREDIT BASED ON INCOME 
IN CONNECTION WITH CERTAIN TAXABLE ACQUISI- 
TIONS 


Section 520 for which there is no corresponding provision in the 
House bill adds a new part IV to subchapter D of chapter 1 and 
provides for certain technical amendments of parts I and Il of sub- 
chapter D relating to such new part. 

Subsection (a) of section 520 adds part LV which consists of one 
section, section 474. Subsection (a) thereof comprises definitions. 
Subsection (a) (1) defines the term ‘‘purchasing corporation. ” Sub- 
section (a) (1) (A) defines Aig a purchasing corporation any corporation 
which, before December 1, 1950, acquired substantially all of the assets 
of another corporation or ne a partnership in a transaction other than 
a transaction deseribed in section 461 (a). 

Subsection (a) (1) (B) provides that a corporation shall be a pur- 
chasing corporation if it acquires only part of the assets of another 
corporation (in a transaction other than a part II transaction) pro- 
vided (1) the properties acquired in such transaction are all of the 
properties of a separate business of the other corporation and (2) that 
in the furtherance of a plan of complete liquidation by such other 
corporation substantially all of its other properties were transferred to 
one or more other corporations. For the purpose of subsection (a) 
(1) (B) (as distinguished from subsection (a) (1) (A)), the acquisition 
must be from a corporation. Thus, the acquisition of part of the assets 
of a partnership will not qualify the purchaser as a purchasing corpor- 
ation under subsection (a) (1) (B). 

It is further provided (subsee. (a) (1) (C)) that a taxpaver can be 
a purchasing corporation if it receives solely as paid in surplus or a 
contribution to capital in respect of voting stock owned by another 
corporation substantially all of the properties which such other 
corporation acquired immediately prior thereto in a part IV transac- 
tion with respect to which such other corporation was a purchasing 
corporation as defined in subsections (a) (1) (A) or (a) (1) (B). 

For the purpose of the above subsections the properties acquired 
need not include cash. 

Subsection (a) (2) defines as the selling corporation the corporation 
or partnership whose assets were acquired by the purchasing corpora- 
tion. 

Subsection (a) (3) defines as a part IV transaction any transaction 
described in subsection (a) (1). 

Subsection (b) of section 474 provides that the average base period 
net mcome of a purchasing corporation under the general average 
method provided in section 435 (d) shall be determined by computing 
the excess-profits net income of the purchasing corporation without 
regard to the fact that it is such a purchasing corporation (that is, 
without reference to pt. [V) or by applying the provisions of part IV 
in computing its excess-profits net Income, whichever produces the 
lesser excess-profits tax for the taxable year. If the taxpayer applies 
part IV, the excess-profits net income for each month of the base 
period of the purchasing corporation shall be computed by adding to 
the actual excess-profits net income (or deficit therein) of the pur- 
chasing corporation for such month the excess-profits net income (or 
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deficit therein) for each sucb month of the business acquired by the 
purchasing corporation. 

Subsection (c) of section 474 provides for the following limitations: 
First, that immediately after the part IV transaction (that is, the 
purchase of assets by the purchasing corporation) the selling corpora- 
tion discontinued all business activities and was completely liqui- 
dated in a transaction other than a transaction described in section 
461 (a). Thus, if the liquidation of the selling corporation is pursuant 
to section 112 (b) (6), the provisions of part 1V may not be applied 
by the purchasing corporation. The requirement of discontinuance 
of business activities and liquidation in a case in which only part of 
the assets of a corporation were acquired may be postponed until 
after the last part IV transaction by the selling corporation in fur- 
therance of its single plan of complete liquidation. 

The second limitation requires that the properties acquired in the 
part LV transaction were all or substantially all of the properties (other 
than cash) used by the selling corporation (or by a component corpora- 
tion thereof) in the operation of the business whose assets were 
acquired. Thus, if any substantial portion of the assets used in the 
business by the selling corporation had been sold or distributed to 
others prior to the transaction, part 1V may not be applied to the 
purchasing corporation. It is further provided that in any case in 
which the business was operated under a franchise or license, such 
franchise or license shall be deemed to have been acquired by the 
purchasing corporation from the selling corporation if it acquires a 
substantially identical franchise or license from the same person who 
granted the one used by the selling corporation. Thus, in a case 
in which an automobile manufacturer had previously granted a 
franchise or license to the selling corporation, which franchise or 
license was not transferrable, the purchasing corporation will be 
deemed to have acquired such franchise or license from the selling 
corporation if the same manufacturer grants to the purchasing cor- 
poration a substantially identical franchise or license. 

The third limitation requires that the business acquired from the 
selling corporation be operated by the purchasing corporation from 
the date of the transaction to the end of the taxable year. It is con- 
templated that where the purchasing corporation becomes a compo- 
nent corporation in a part I] transaction the business must have been 
operated by the purchasing corporation (if it held it for any period of 
time) and, after the part II transaction, by the acquiring corporation 
until the end of the taxable year. 

Subsection (d) of section 474 provides that in determining whether 
property is acquired solely as paid-in surplus or a contribution to 
capital the assumption by the purchasing corporation of a liability of 
the transferring corporation or the fact that the property acquired is 
subject to a liability shall be disregarded. 

Subsection (e) of section 474 provides that the Secretary shall by 
regulations prescribe the rules for the application of part 1V to all of 
the parties to a part 1V transaction. It is specified in the subsection 
that those rules are to be consistent with the principles of part IIT as 
applied to transactions described under that part. In particular, the 
subsection provides that the regulations shall prescribe rules for the 
application under part IV of the principles described in section 462 
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<j) (1) and in other provisions of part II relating to the prevention of 
duplication. It is anticipated that rules will be issued, based upon 
the principles set forth in section 462 (b), for use in combining the 
excess profits net income of the purchasing corporation with the 
excess profits net income attributable to the business acquired; that 
rules will be issued, based upon the principles of sections 463 and 464, 
relating’ to capital changes, for use, in conjunction with an application 
of the “principles of section 462 (j) (1), in determining the capital 
changes of the purchasing corporation after the transaction; and that 
rules will be issued, based upon the principles of section 462 (i), 
relating to allocations in the case of certain part II transactions, 
inc luding, i in proper cases, the principles set forth in section 462 (i) (6) 
relating to identifiable earnings experiences, for use in determining 
that part of the excess profits net income received by the selling 
corporation during its base period and prior to the transaction (and 
that part of the capital changes during the base period and thereafter 
while the properties were held by the selling corporation) which is 
attributable to the properties which were purchased by the purchasing 
corporation and which is properly allocable to that corporation 

Subsection (b) of section 520 of the bill makes two technical amend- 
ments to subchapter D of chapter 1 of the code. A cross reference 
to part IV is inserted at the end of section 435 (a) (3) (relating to the 
amount of excess profits credit). Section 462 (b) in part Il of the 
subchapter is amended by adding a new paragraph (4) to the effect 
that the Secretary shall provide by regulations for the application of 
that subsection in any case in which a purchasing corporation, as 
defined in part IV, is a component corporation in a transaction 
described in that part II. No amendment is made to those sub- 
divisions of section 462 which deal with the various alternative 
average base period net incomes since the benefits of part IV relate 
only to the computation by a purchasing corporation of its average 
base period net income under the general average method provided 
in section 435 (d) and, thus, to the use by the acquiring corporation 
of that experience for a similar limited purpose. It was not deemed 
necessary to make a conforming amendment either to section 461 (e) 
or to section 463 (b), relating to successive part I] transactions, or to 
section 462 (i), relating to allocations in the case of certain part II 
transactions, since the amendment of section 462 (b) necessarily 
requires that the principles of those latter sections be made applicable. 
The amendment of section 462 (b) is made for purposes of trans- 
actions involving acquiring corporations as defined under section 
461 (a) of part II. 


TITLE VI—MISCELLANEOUS PROVISIONS AND 
AMENDMENTS 


SECTION 601. EXEMPTION OF CERTAIN ORGANIZATIONS 
FROM INCOME TAX FOR PRIOR TAXABLE YEARS 


Section 601 of the bill, which section is identical with section 501 
of the House bill, adds a subsection at the end of section 302 of the 
Revenue Act of 1950 to provide that for any taxable vear beginning 
prior to January 1, 1951, an organization (which term includes 
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trust) operated for the primary purpose of carrying on a trade or 
business for profit, no part of the net earnings of which inures to the 
benefit of any private shareholder or individual and all of the net 
earnings of which inure to the benefit of an educational organization 
which normally maintains a regular facultv and curriculum and 
normally has a regularly organized body of pupils or students in 
attendance at the place where its educational activities are regularly 
carried on, shall not be denied exemption from taxation under any 
paragraph of section 101 of the code on the ground that it is carrying 
on a trade or business for profit. 

An example of the application of the amendment would be the 
case of a feeder corporation whose business is the manufacture of 
automobiles for the ultimate profit of a university. 


SECTION 602. FOREIGN ESTATE TAX CREDIT 


This section, for which there is no corresponding provision in the 
House bill, amends sections 813 and 936 of the code to provide that, 
where property included for Federal estate tax purposes in the gross 
estate of a resident or citizen of the United States is situated in a 
foreign country and subjected to a death tax by such country, a credit 
shall be allowed against the estate tax for such foreign death tax. 
The amendment applies only with respect to estates of “residents and 
citizens dying after the date of enactment of the bill. 

The credits for foreign death taxes are to be deducted after deduct- 
ing the existing credits under section 813 (b) of the code for State 
inheritance taxes and under sections 813 (a) and 936 (b) for Federal 
gift tax. 

The credits provided under this section are allowable (under prin- 
ciples developed under the foreign income tax credit authorized by 
sec. 131 of the code), not only for death taxes of foreign states in the 
international sense, but also for such taxes of possessions or political 
subdivisions of foreign states. Credit in the estate of a particular 
decedent is allowable, however, only for estate, inheritance, legacy, 
or succession taxes imposed with respect to the death of such decedent. 
Where credit for a particular foreign death tax is authorized by treaty, 
there is to be allowed either the credit computed under the treaty or 
that computed under this section, whichever is greater. For example, 
if a portion of the estate of a citizen of the United States is situated in 
the Province of Quebee and is subjected to Dominion and Provincial 
succession duties, the credit for the Dominion duty computed under 
the estate tax treaty with Canada, or the credit for the Dominion and 
provincial duties computed under this section, whichever is greater, is 
to be allowed. 

In the case of a decedent who was a resident but not a citizen of 
the United States, the credit is to be allowed only if the country of 
which the decedent was a national, in imposing death taxes, allows a 
similar credit in the case of a citizen of the U nite .d States resident in 
such country. This “similar credit requirement” is analogous to that 
contained in section 131 (a) (3) of the code, relating to the foreign 
income tax credit. 

The credit is not allowable for any portion of the foreign tax which 
is paid with respect to property situated outside the territory of the 
foreign country imposing such tax. The determination of the coun- 
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try in which property is situated for the purposes of determining 
whether the credit is allowable is to be made in accordance with the 
principles applicable in determining whether property is situated 
within or without the United States for purposes of the imposition 
of the Federal estate tax on the estate of a nonresident not a citizen 
of the United States. 

Credit is to be allowed only with respect to property which meets 
three conditions: (1) Subjection to the death tax of a foreign country, 
(2) situs within such foreign country, and (3) inclusion in the gross 
estate for the purpose of the Federal estate tax. Where property 
which fails to meet condition (2) or condition (3) is also subjected 
to the foreign tax, a ratio is to be used in determining the amount of 
the foreign tax attributable to the property with respect to which 
credit is allowable. The method of computing this ratio, which is 
the first limitation on the amount of the foreign tax credit, is stated 
in paragraphs (2) (A) and (3) (A) of section 813 (c) and paragraphs 
(2) (A) and (3) (A) of section 936 (ce). 

A second limitation on the amount of the credit is stated in para- 
graphs (2) (B) and (3) (B) of section 813 (¢) and paragraphs (2) (B 
and (3) (B) of section 936 (c). Under this limitation the credit is 
not to exceed the portion of the Federal estate tax attributable to 
the property which meets the three conditions stated in the preceding 
paragraph. 

The two limitations on the credit are to be separately computed 
for the tax of each foreign country. Where the foreign country im- 
poses more than one kind of death tax or imposes taxes at different 
rates upon the several shares of an estate, or where the foreign country 
and a political subdivision thereof each imposes a death tax, the first 
limitation but not the second limitation is to be separately computed 
for each such tax. 

The credit is to be allowed only upon submission of all necessary 
evidence by the executor. Sections 813 (ce) (5) and 936 (ce) (5) pro- 
vide limitations on the allowance of the credit or of refund based on 
the credit, which are identical with those now contained in section 
813 (b), relating to credit for State inheritance taxes. Refunds based 
on the credit are to be made without interest. 

Subsection (c) of this section of the bill makes a technical amend- 
ment to section 927 to provide an extended period, in cases in which 
payment of the estate tax attributable to a reversionary or remainder 
interest is postponed, for the claiming of credit for foreign death taxes 
allowable against such part of the estate tax. 

Subsection (d) of this section of the bill amends section 874 (b) (re- 
latin to exceptions to the general periods of limitation on assessment 
and collection of es.ate tax) by adding a new paragraph (3). The 
new paragraph requires the executor to notify the Commissioner of 
any recovery of State or foreign death taxes for which credit has been 
claimed, and authorizes a redetermination of the Federal tax on the 
basis of such recovery. 
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SECTION 603. ESTATE AND GIFT TAX TREATMENT OF 
UNITED STATES BONDS HELD BY CERTAIN NON- 
RESIDENT ALIENS 


This section is identical with section 503 of the bill as passed 
by the House. This section amends section 861, relating to the compu- 
tation of net estate of a decedent nonresident not a citizen of the 
United States, and section 1000 (b), relating in part to application 
of gift tax in the case of a transfer by a nonresident alien, by the 
addition of specific provisions defining the treatment for purposes of 
estate tax and gift tax of certain obligations of the United States 
held or transferred by a nonresident alien not engaged in business in 
the United States. 

The United States Supreme Court, as early as 1900, established the 
principle that a statutory provision which in general terms exempts 
property from taxation applies only to a direct tax on such property 
and does not apply to excise taxes, such as the estate tax or the gift 
tax which is imposed not on the property itself but on the transfer of 
the property. Murdock v. Ward (178 U.S. 139); Plummer v. Coler (178 
U.S. 115). However, the Courts of Appeals for the Second and Third 
Circuits have, in a number of recent cases, held that section 4 of the 
Victory Liberty Loan Act of March 3, 1919 (40 Stat. 1311; 30 U.S.C. 
750), exempted United States Government bonds owned by a non- 
resident alien individual, not engaged in business within the United 
States, from estate tax as well as from direct taxes. See Estate of 
Karl Jandorf v. Commissioner (C. A. 2, 1948), 171 F. (2d) 464; Estate 
of Irene DeGuebriant v. Commissioner (C. A. 2, 1951), 186 F. (2d) 307; 
and Pennsylvania Co. for ae and Trusts (E state of Henry Wallace 
Burne) v. United States (C. A. 3, 1950), 185 F. (2d) 125. 

Your committee believes ae United States obligations in the hands 
of a nonresident alien not engaged in business in the United States are 
and should be subject to the principle of Murdock v. Ward and 
Plummer vy. Coler; accordingly subsection (a) adds a new subsection 
(c) to section 861 of the code affirmatively so providing in the case of 
the estate tax. However, in the interest of equity, two exceptions 
are provided to this rule. First, United States obligations issued 
before March 1, 1941, are not to be included in the gross estate of a 
deceased nonresident alien who was not engaged in business in the 
United States since such issues are exempt under present Treasury 
regulations. Secondly, the amendment expressly provides that such 
obligations issued on or after March 1, 1941, are to be included in the 
gross estate of such a decedent only if the decedent dies after the date 
of the enactment of the bill. 

Subsection (b) of this section is designed to provide a similar result 
in the case of the gift tax, except that the amendment does not concern 
itself with gifts made on or before the date of the enactment of the 
bill. Under the amendment, a gift of such obligations made after 
the date of the enactment of the bill, bya nonresident alien not engaged 
in business in the United States, will be subject to the gift tax only if 
such obligations were issued on or after March 1, 1941. As to gifts 
made on or before the date of the enactment of the bill, the amendment 
does not affect any liability for gift tax which may exist under present 
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law, and is not intended to disturb the rule of existing gift tax regula- 
tions which exempts from tax the transfer of such obligations issued 


before March 1, 1941. 


SECTION 604. ESTATE TAX EXEMPTION FOR WORKS OF 
ART LOANED BY NONRESIDENT ALIENS 


This section, for which there is no corresponding provision in the 
House bill, amends section 863 (c) of the code to extend the estate 
tax exemption granted by that section with respect to works of art 
loaned by a nonresident alien to the National Gallery of Art, Wash- 
ington, D. C., to works of art loaned to other public galleries or 
museums. 

Section 863 (c) of existing law provides that, with respect to estates 
of decedents dying after September 1, 1950, works of art owned by a 
nonresident not a citizen of the United States shall not be deemed to 
be property situated in the United States for purposes of inclusion in 
the net estate of the nonresident alien. if such works of art are (1) 
imported into the United States solely for exhibition purposes, (2) 
loaned to the Trustees of the National Gallery of Art solely for exhi- 
bition purposes, and (3) at the time of death of the owner, on exhibi- 
tion, (or en route to or from exhibition) in such National Gallery of 
Art or in such other public gallery or museum as the Trustees of such 
National Gallery of Art may have designated. 

Under your committee’s amendment, the exemption in section 863 
(c) will apply not only to works of art loaned to the National Gallery 
of Art, but also to works of art loaned to other public galleries or 
museums in the United States no part of the net earnings of which 
inures to the benefit of any private stockholder or individual. The 
conditions of the exemptior parallel the conditions in existing law, 
that is, the importation must be solely for exhibition purposes, the 
works of art must be loaned to the public gallery or museum, and the 
works of art must, at the time of death of the owner, be on exhibition 
(or en route to or from exhibition) in a public gallery or museum 

The amendment to section 863 (c) made by this section is appli- 
cable only to estates of decedents dying after the date of enactment 
of this act. 


SECTION 605. EXEMPTION FROM ADDITIONAL ESTATE 
TAX OF MEMBERS OF ARMED FORCES UPON DEATH 


This section, for which there is no corresponding provision in the 
House bill, amends section 939 of the code to provide that the tax im- 
posed by section 935 (the additional estate tax) shall not apply to the 
transfer of the net estate of a citizen or resident of the United States 
dying after June 24, 1950, and before January 1, 1954, while in active 
service as a member of the Armed Forces of the United States, if such 
decedent (1) was killed in action while serving in a combat zone, as de- 
termined under section 22 (b) (13), or (2) died at any place as a result 
of wounds, disease, or injury suffered, while serving in a combat zone 
(as determined under section 22 (b) (13)) and while in line of duty, by 
reason of a hazard to which he was subjected as an incident of such 
service. 
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SECTION 606. TRANSFERS CONDITIONED UPON SUR- 
VIVORSHIP 


This section, for which there is no corresponding provision in the 
House bill, provides that, in the case of a decedent dying after March 
18, 1937, the date of approval of Treasury Decision 4729, and before 
February 11, 1939, the determination of whether property is to be 
included in the gross estate of the decedent under section 302 (c) of 
the Revenue Act of 1926 as a transfer intended to take effect in pos- 
session or enjoyment at or after his death shall be made in conformity 
with the provisions of article 17 of Regulations 80, as amended by 
such Treasury decision. 


SECTION 607. TRANSFERS WITH INCOME RESERVED 


This section, for which there is no corresponding provision in the 
House bill, amends section 7 (b) of Public Law 378, Eighty-first 
Congress (the Technical Changes Act of 1949). Section 7 (b) now 
provides that the provisions of see ‘tion 811 (c) (1) (B) of the code, 
providing for inclusion in a decedent’s estate of property transferred 
with reservation of rights in income, shall not be applicable to transfers 
made before March 4, 1931 (and, in some cases, before June 6, 1932), 
if the decedent died before January 1, 1950. Under your committee’s 
amendment, inapplicability of section 811 (c) (1) (B) is extended to 
estates of decedents dying before January 1, 1951. 


SECTION 608. TRANSFERS TAKING EFFECT AT DEATH 


This section, for which there is no corresponding provision in the 
House bill, amends section 7 (b) of Public Law 378, Eighty-first 
Congress (the Technical inaneee Act of 1949) to provide that the 
provisions of section 811 (c) (1) (C) of the code (relating to inclusion 
in gross estate of transfers intended to take effect in possession or enjoy- 
ment at or after death) shall not apply to transfers made before Sep- 
tember 8, 1916. The effect of the last sentence of this section, which 
makes section 7 (c) of such public law inapplicable to overpayments 
resulting from the enactment of this section of the bill, is to limit 
refunds of such overpayments to those situations in which the refund 
is not prohibited by the statute of limitations or some other law or 
rule of law 


SECTION 609. REVERSIONARY INTERESTS IN CASE OF 
LIFE INSURANCE 


This section, for which there is no corresponding pean in the 
House bill, permits the making of refund or credit of any overpay- 
ment resulting from the application of section 503 of the Revenue 
Act of 1950, if claim therefor is filed within 1 vear from the date of 
enactment of the bill, even though the making of such refund or 
credit is otherwise prohibited by the statute of limitations or any 
other law or rule of law (other than section 3760 or 3761 of the code 
which relate, ma tively, to closing agreements and compromises). 
The effect of section 503 of the Revenue Act of 1950 was to provide 
that proceeds of life-insurance policies attributable to premiums paid 
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on or before January 10, 1941, should not be included in the gross 
estate of the insured person for estate-tax purposes by reason of the 
fact that the premiums were paid by him, unless on January 10, 1941, 
or thereafter he had substantial rights in the life-insurance policy. 


SECTION 610. INCOME PURSUANT TO AWARD OF INTER- 
STATE COMMERCE COMMISSION 


Section 610, for which there is no corresponding provision in the 
bill as passed by the House, provides that amounts received pursuant 
to an award under the order issued under the Railway Mail Pay Act 
of 1916 by the Interstate Commerce Commission on December 
1950, as compensation for the transportation of mail during 1950 and 
any prior vears shall be deemed to be income which accrued in the 
taxable years in which the services to which such compensation relates 
were rendered. No interest shall be assessed or collected for any 
period prior to July 1, 1951, with respect to that part of any deficiency 
which the Secretary of the Treasury determines to be attributable to 
the inclusion of income in a taxable year by reason of the application 
of section 610. A deficiency which is attributable to the inclusion 
of income in any co year by reason of the application of section 
610 may be assessed, notwithstanding any provision of law or rule 
of law which would otherwise prevent such assessment, at any time 
prior to the expiration of the period for assessment with respect to 
that taxable year of the taxpayer which includes December 4, 1950. 


SECTION 611. CREDIT IN: PRIOR TAXABLE YEARS FOR 
DIVIDENDS RECEIVED ON PREFERRED STOCK OF A 
PUBLIC UTILITY 


The Revenue Act of 1943 amended section 26 (h) (1) of the code 
by inserting after the first sentence two sentences which excluded 
from the computation of the credit for dividends paid on the preferred 
stock of a public utility amounts distributed with respect to dividends 
unpaid and accumulated in any taxable year ending prior to October 1, 
1942. The 1943 act did not contain a conforming amendment to 
include in the computation of the dividends received credit the 
amounts excluded from the computation of the credit for dividends 
paid. 

In the case of the calendar year 1951 and taxable years beginning 
after March 31, 1951, the amounts excluded from the computation 
of the dividends paid credit will (by reason of the amendments made 
by section 122 (a) of the bill) be ineluded as dividends to which the 
85 percent credit will apply. Section 611 provides the same treat- 
ment for taxable years beginning before April 1, 1951. 


SECTION 612. CONSOLIDATED RETURNS—INCLUDIBLE 
CORPORATION 


This section of the bill, for which there is no corresponding section 
in the House bill, provides ene if an affiliated group making a con- 
solidated return with respect to the first taxable year of the group 
ending after June 30, 1950, included a corporation described in section 
452 (f) of the code pursuant to the consent provided in section 141 
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(7) of the code, such corporation may withdraw such consent at 
any time within 90 days after the enactment of the Revenue Act of 
1951. If such consent is withdrawn under this section the tax liability 
of the affiliated group and its several members for the taxable year 
shall be determined, assessed, and collected as if such corporation 
had never joined in the making of the consolidated return. 


SECTION 613. TIME FOR PERFORMING CERTAIN ACTS 
POSTPONED IN CASE OF CHINA TRADE ACT CORPORA- 
TIONS 


This section, for which there is no corresponding provision in the 
House bill, amends section 3805 of the code to provide December 31, 
1953, as the due date for China Trade Act corporations, for the 
filing of returns and paying of the income tax for taxable years 
beginning after December 31, 1948, and ending before October 1, 
1953. ‘The section is to apply only to corporations and for taxable 
years which the Secretary of the Treasury, under regulations pre- 
scribed by him, determines reasonable under the circumstances in 
China. ‘This provision recognizes that while the present situation in 
China makes it impossible for many such companies to have access 
to their records for the purpose of paying tax, certain China Trade 
Act corporations are fully able to comply with requirements of 
existing law as to the due dates of income tax returns and the due 
dates of tax — a 

The December 1953, due date specified in this section is subject 
to the power of ae Secretary to extend the time for filing returns or 
paying tax as in other cases. 


SECTION 614. TREATY OBLIGATIONS 


This section, for which there is no corresponding provision in the 
House bill, provides that no amendment made by the bill shall apply 
in any case where its application would be contrary to any treaty 
obligation of the United States. 


CTION 615. REORGANIZATION PLAN NO. 26 OF 1950 


Under this section of the bill, which is identical to section 504 of 
the House bill, the applicable provisions of Reorganization Plan No. 
26 of 1950, respecting the Department of the Treasury, particularly 
section | (a) of such plan, transferring certain functions to the Sec- 
retary of the Treasury, shall apply to all functions stated to be vested 
by the Revenue Act of 1951 in any officer, employee, or agency of the 
Department of the Treasury, even though by such act any function is 
stated to be vested elsewhere than in the Secretary of the Treasury. 
Thus, as an example, a requirement in the Revenue Act of 1951 that 
returns shall be made and taxes due paid by the taxpayer to the col- 
lector for the district in which is located the taxpayer’s principal place 
of business, or if he has no principal place of business in the United 
States, then to the collector at Baltimore, Md., will be given the same 
effect as a similar requirement in effect at the time when the plan 
became effective. 

O 








